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Greater Productivity Means—W hat? 


BY S. Moos (LECTURER IN 


Vhat do we mean by productivity? 


ECONOMICS, 


DURHAM COLLEGES) 


{nd if we know that, how do we prove 


the workers’ satisfaction that greater efficiency need not increase the rish 
of unemployment? 


Nov sutlicient facts have been Ssyste- 
iatically collected to answer such 
juestions as, “In what circumstances 
ll a firm or a group of workers 
crease productivity?” “At what 
oint of output will they achieve the 
‘st result?” and, indeed, * What is 
eant by the best result?” 

The first decision to be made ts: 
re we arming at the highest possible 
utput or the lowest possible cost? 


is usually not possible to do both 


High output often invo'ves high 
because it Means using all re- 
‘urces--even the inefficient high 


that 

firms themselves must be willing 
increase Output even !f it means 
creasing cost. 


¢ = en ox} ’ 
st resources. It also means 


Supposing, that some 
cision about this has been reached, 

productiv.ty drive to implement 
it once comes up against the lack 


av 


however, 


comparable production situations 
The last fifteen present a 
eird mixture of long-term and 
hort-term disturbances. O!d com- 
iodities have lost in importance or 


vears 


lave disappeared: new commodities 
ave become prominent. iS 1 


} 
d-e tO compare 


How is it 
efficiency in the 


t with any- 
Moreover, 


et-aircraf 
1 >) 
t . 


how can statistics allow for the great 
change in quality in input and out- 
put in the four great periods: before 


the second world war. the second 
world war, the transition from war 
to peace. and the period starting 


with the Korean war? 
Is there a_ single 


vhole 


normal 


aieneios 1+) 
pe! od. 


veal 
Over- 


vaiuation, devatuation, fuel crisis 
convertibility cris mobilisation 
lemolhili i? ) wine ry! l iif rl 
1M S4LiO Une p»OVMNeHL, Pui 


santos * fi] me 2 
Chino ment, overfull chipsoyment 
and so forth: exciting for the 


yvurnalist, deadly for th 


> ath 
al bint re statisti 


journ clan 
And then there was the fear 


which 
ger part of industry 
during the whole period and which 


eee ea ery een ; 
haunted ile tcl! 


nism which is now 


le to increased 


} 
cd 7 
salu WO) 


nro- 
pr 


. r a { 
EO Or ria Wethod 


main problems facing pro- 
1, , ! 


ductivity drives are lack of precision; 
lack of theory: lack of a basis for 
compar.son, and finally widespread 
19 res'sla‘ic What solut'ons 
‘an be oered? First of all, how far 
( theory be applied” 
Businessmen suid be more co- 
uive here. Modern methods of 
cost-accounting are practised by a 
The List le 22. 1952 








minority of progressive firms only, 


and without proper cost-accounting 
it is not possible to answer such tm- 
portant questions as: “If additional 
units Of man-hours or capital equip- 
ment are employed, what 's the addi- 
tional cost?) What is the additional! 
output? What is the addit: 
revenue from this output? 

Some factors of production cannot 


th this marginal 


onal 


easily be tested w 
procedure. For factory 
buildings, generators and so on can- 
not be added in small increments. 
But in an expanding industry or in 
an expanding economy these compli- 
cations should not weigh too heavily. 
The main point is to obtain tools 
with which to ascertain the best 
possible output or the highest pos- 
sible profit—whatever the aim. And 


scientific standardised cost-account- 


Instance, 


ing and the marginal analysis are 
such — tools tandardisation — in 


accounting wou'd aiso” help in 
measuring changes in productivity. 

It has become fashionable to com- 
pare productivity between countries, 
as for instarice the United States and 
the United Kingdom, or between two 
periods of time, say 1938 and 1948. 
Actually these figures are based on 
sO many assumptions, and = are 
hedged about with so many qualifi- 
cations, that hardly any definite con- 
clusions can be drawn. 

Unfortunately, when data of this 
kind emerge from the jungle of 
assumptions and qualifications into 
the tidy world of tables, they tend to 
shed all traces of their humble origin 
and frail health, and overpower both 
layman and expert. 

To take as an example a furniture 
firm which closes down all its 
branches and concentrates produc- 
tion in a newly built and newly 


equipped large-scale factory. The 
firm uses this opportunity to scrap 
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the old equ-pment and to dismiss 
workers who have not reached 
high degree of efficiency. As a resul 
they can show a great increase 
productivity per man. But this may 
musrepresent reality. It is possible 
that as production tiow takes pila 
at one spot only, costs of transpor 
and distribution will increase. Thi 
dismissed workers may retire, or be 
come unemployed, or change over 
to some non-manufacturing job. | 
fact ineiliciency has not been elim- 
inated but shifted. Neither the in- 
production nor the reports 
on productivity take these secondary 
effects into account. 

A number of these secondary 
effects are features of American effi- 
ciency. It is worth recalling that 
before the outbreak of the second 
world war output per operative ir 
American manufacturing industry 
was more than twice that of this 
country, but American real income 
per head was only slightly above 
that in Britain. That is, if the pro 
ductivity per man hour in America! 
manufaciure was taken as a measure 
of the nation’s productive effort, an 
entirely wrong impression had been 
created. To measure the effect of 
productivity drive accurately it 
would be necessary to know how the 
increase in efficiency was achieved 
Has new capital equipment been tn- 
stalled or is the old equipment used 
more efficiently? Has the quality 
and variety of products been 
lowered? Or has management or the 
use of labour improved? The theore- 
tical and statistical problems that 
have to be faced depend on which 
of these factors brought about the 


increase 


dices of 


What is O.P.M.? 
There is another important point 
Productivity is often measured by) 
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GREATER PRODUCTIVITY MEANS 


P.M." --output) per man I 
unds simple; but what does it 
lean? 

What is meant by. output? If it 


only of finished goods, 
‘stimates would be relatively reli- 
ble. But an increase in output may 
ive been achieved by emptying the 
peline of stocks and semi-finished 
omponents, by neglecting mainten- 
ice and repair work, or by greater 
car and tear of men and machines. 
yre reliable data are 


ese elusive if 


ynsisted 


needed on 
items if correct esti- 
mates are wanted. 

Secondly, what is meant by man? 
Generally it means woman as well. 
\t one time——during the war, for 
istance—the labour force may con- 
tain a higher proportion of unskilled 
1 half-time or female labour, of 
very young and very old workers, 
than at another time. In such a case 
the total number of employed might 
remain stable, but productivity 
vould fall. The index would, 
vrongly, suggest that workers’ effort 
vas declined while actually the type 

labour has changed. 

The concept of man-hours is com- 
plicated. The Yearbook of the 
National Maritime Board needs 
me forty pages to interpret these 


terms. One of their regulations states 


hat no hour shall rank as an extra 
lour more than once! Especially in 
mes of scarcities in certain skills, in 
aterials and power, man-hours 
nay not be fully used owing to hold- 
ips in the flow of work—-to bottle- 
ecks. The standard working week 
nay be distorted by idle working 
time or short time, or, in other cir- 
umstances, by overtime. 

Even with better information the 
oncept of output per man and per 
man-hour will remain. statistically 


ulnerable and limited. as it deals 


WHAT? 283 
only with one aspect of productivity. 
It is equally important to know to 
what degree raw materials or fuel or 
factory space have been wasted and 
how efficiently have the capital and 
power been employed. 
Even then it will only be known 
vhether efficiency per horse-power 
or per unit of raw materials and so 
forth has increased. It still will not 


be known whether have 


resources 


resources 


been used best for the ends which 
are cons dered of prime importance 


at the moment. And in times of 
scarcity, producing the wrong thing 
efficiently might prove as bad a 
waste of precious resources 


ducing the right thing inefficiently. 


14 


as pro- 


Carrots and Sticks 

Lastly, the question of incentives. 

But how much is known about 
incentives as a method of boosting 
production and = breaking down 
restrictionism? Is it known at what 
point and with what kind of people 
a change in income encourages effort 
and at what point the opposite effect 
is produced? One man reacts to the 
carrot of higher income, another to 
the stick of a lower income, and the 
same man may react differently at 
different times according to a change 
in needs or in the opportunity to 
satisfy his needs: what research has 
to find is the right size of the stick 
and the right size of the carrot. 

If incentives for workers such as 
payment-by-result schemes — and 
bonus scientifically 
worked out, they can in favourable 
circumstances greatly contribute to 
higher output. It should not be for- 
gotten, however. that the proportion 
of workers paid by result has not 
markedly increased over the last half 

Today not more than three 
out of ten working on 
this basis. 


systems are 


certury 


workers are 
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Indirect incent.ves can be more 
generally applied. | am thinking of 


the search for new human relations 
within the factory. Growing atten- 
tion has been paid to this field ever 
since the first wor'd war. | 


' 
these experiments suc- 


belies C 


ceeded not because of the special 
‘ oyed, but ow-ng to the 
spirt whech inspired the schemes 
and to the enthusiasm of the 
pioncer.ng managers. They were, in 
fact, isolated successes due to special 
circumstances. The same schemes 


introduced as a result of legal obliga- 
tions or of Outside pressure, would 

~~} 11 f. il It io} \r > fi ¢ | 
prooat \ Pail. L mig it prove ata 
to speed up artificially a develop- 
ment which has its own rate of 
growth 

The fundamental problem, which 
has to be faced 


ara tn. ta 
are to of 


if indirect incentives 
successful, is how to give 

feeling of pride and a 
sense of security. In present circum- 
stances this may be more important 
than the question of owncrship. 

Ihe prosper:ty and full employ- 
ment of war and post-war provided 
an almost permanent sellers’ market 
and rewards for the most inefficient. 
And now a deficiency of supplies 
has been added to make matters 
worse. In some firms workers are 
reluctant to work more efficiently 
*xhaust the 
mater.als too quickly, in other firms 
they dread the exhaustion of mar- 
kets. Both causes are leading to the 


WOTrKRTS dd 


because they may 


v USL 


NEW 


SHAPE 


| "| onld \ > -\ 
The scale of gold payments Fy 


gold 1s pay itle in the early stages ot 
(gold 40 credit 60 
million contributed by 
fall Felow $100 


C OMIPOIIS Lo don, 


members will 
million 
12, 1952 


assets 
June 








Ic 


) remain unchanged. A 
be set up if 
Chancellor of the 
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me result: a go-s!ow atmosph 
Il am doubtful how far product 
drives--even if they were opera 
on a bas.s of more adequate stat 
tics—cou'd overcome this spirit 


resir.cton'sm. It partly depends 
bottlenecks can be redu 
where they do most damage. Es 
Ual indusir:es would probably st 
the hoarding of men and material 
they were assured of a smooth fl 


factors of production 
Nd 


hai for 
nhOW Td! 


prove more dificult t 


eliminate the deep-rooted fear of 
unemp.oyment and the restrictis 
Nractices arising from it. But tw 


things could be done: the genera 
theory of stable employment as out 
lined in’ the Government White 
Paper of 1944--or an improved up 
to-date version of it-—could be mor 
popularised. 

Workers think in terms of risk just 
as employers. Can it he 
proved to their satisfaction tha 
greater eficiency need not increase 
the rsk of unemployment, and ma 
often ! it possible 


as much 


lessen it? Is 
suggest a'ternative work in case 
unemployment in a given factor 
industry or region? 


Production drives conducted o 
such ofines might triumph ov. 


Footnote: See also the “ For 
Reference ” feature on later pages of 
this issue, Where an article by A. R 
Smith on this subject is described. 


OF EP: 


‘Etor nations is altered so that mere 
the quotas, but overall proportions 
guarantee fund of $100 
the Union’s convertible 
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Housing in Europe Since 1945 


Small firms, out-of-date equipment, restrictive practices 


these are the 


obstacles to a better building industry 


[HE SHORTAGE of dwellings which 
Europe faced after the Second 
World War was only partly due to 
var destruction and damage. The 


loss of potential output during the 


var WaS more important (except in 
Western Germany. Greece and 
Poland). Even in countries such as 
Denmark, Sweden and Switzerland. 


the increment of new housing dur- 


ng the war was smaller than the 
crease in the number of families, 
particularly in the urban areas. In 
nost countries, the level of new 
ilding had been low even before 
939, and many obsolete buildings 
iad not been replaced. 

The preliminary work of making 
amaged dwellings habitable was 
ympleted in most countries by the 
nd of 1947. Inevitably, the State 
1ad everywhere been the main agent 
n this work by providing finance. 
%y determining priorities and by 
illocating scarce materials. 

This was an inescapable conse- 
juence of the freezing of rents 
arlier, at a time when other prices 
ind incomes had been aliowed to 
This policy, pursued in the in- 
terests of social stability, resulted in 
the proportion of income spent on 
rent dropping heavily; in Italy, the 
proportion in 1947 was only one- 
wentieth that of 1938: in the 
United Kingdom, the proportion 
lropped to two-thirds: in France, to 
yne-sixth, 

Bulletin for 


Economic Europe, 


Techniques of Finan 


From 


ime? H USING 


ms 


While the ratio of rents to wages 
had fallen in this dramatic way, 
building costs had risen along with 
wages, and the rent of old houses 
was only a small fraction of that at 
which an unassisted builder could 
provide a new dwelling of compar- 
able quality. 

It is a fair presumption that, 
without rent control, war-time wage 
inftation would have been far 
greater even than it was. In this 
sense, therefore, post-war wages 
were adjusted to the existing low 
level of rents. If “homes for 
heroes * were to be built at all, as 
well as luxury houses, offices and 
places of entertainment, for which 
there was a demand which needed 
no artificial stimulus, it would only 
be as a result of Government inter- 
vention. 


State Housing Assistance 

Building has been — subsidised 
either by outright capital grants, or 
by loans on long term and at low 
rates of interest. In some countries 
Srivate building has been ke 1 
private Dul‘ding Nas Deen kept down. 


Scandinavia: Governments have 
given assistance mainly by mortgage 
loans at !ow rates of interest. Some 
interest-free loans were introduced 
in Sweden in 1942. Such loans are 


open to both builders of houses for 
I for 


letting and those of 
owner-occuration. Municipalities 


’ 
ROUSeS 


Methods and 


Geneva, April 1952, and 
"Pen 195? 


in f “rope Geneva, March 








and co-operat.ves are favoured as 
against private builders, but even 
the latter can mortgage $85 to 90 per 
cent of initial cost. Special subsidies 
are also granted depending on the 
size of the occupying family 


W. Germany: The Goverament, 
under a Housing Law of 1950, can 
grant interest-free loans, and in some 
hath builders and = owner- 
occupiers are entitled to rebates of 
Income tax. 


CaSes 


Great Britain: Local authorities 
building houses for letting are 
granted loans by Goverment 


a rate of interest lower 
(until recently) than the gilt-edged 
long-term yield. In addition, annual 
subsidies are given which were 
originally supposed to cover nearly 
half the loan charges and mainten- 
ance costs at 1945 prices: by 1950, 
however, costs had risen so swiftly 
that the subsidies covered only one- 
third. Subsidies are being raised, 
but appear to be fighting a losing 
battle with rising interest rates and 


S 


agencies, at 


COSILS. 


Holland: Two methods have been 
used since 1945. First, annual sub- 
sidies were paid to cover part of 
maintenance and loan charges 
spread, in the case of municipalities, 
over fifty years. In 1950 these sub- 
sidies were reduced to a lump-sum 
payment to private builders, and the 
basis of payments to municipalities 


was changed. Reduced subsidies 
were given in return for larger 
quotas of authorisations to build. 


This system has been successful in 
reducing costs. 


Switzerland: Lump-sum subsidies 
is the rule. At first both the federal 
and canton governments shared the 
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payments, but since 1949 the feder 
contribution has been abolished. A 
number of cantons. still 
builders where housing is very short 
In 1945 the subsidy might reach 3 
per cent of total building cost fe 
private builders, 45 per cent of tota 
for communes or co-operatives. 


subsidi 


Belgium: Lump-sum subsidies are 
paid to oOwner-occupiers, or pur 
chasers from approved societie 
The subsidy is limited to house 
below a certain size, and they must 
then be occupied by the beneficiary 
for ten years. The State also 
guarantees part of the mortgage 
loans given by approved societies 
Direct loans are made by the State 
to coal-miners and to persons with 
large families, at low rates of inter- 


CSi. 


Italy: Subs‘dies, equal to half the 
building costs, are granted to sem!- 


public organisations building 
workers’ dwellings. Owners of war 
destroyed property have — been 
granted annual subsidies payable 


over thirty years. The Fanfani Plan 
which is to run for seven years from 
1949. is a method of financing hous 
ing by general contributions: em- 
ployees give .6 per cent of their 
earnings, employers 1.2 per cent, and 
the State augments these funds by 
some 60 per cent of the total col- 
lected. Some 76,000 houses have 
been or are being built under this 
plan. 


France: Emphasis has _ been 
placed on making house property 
attractive to investors. Rents have 
been raised at six-monthly intervals 


since 1948. Persons with low in- 
comes are then assisted to meet 
these increases. Societies building 


cheap-rent housing are assisted by 
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HOUSING 


Private individuals can 
receive subsidies from the 
State for a period of twenty years. 
f they can raise 20 per cent of the 
\ilding costs, and assistance is 
en in raising the remainder by 
heap loans. New dwellings are ex- 
ipted from land tax, and certain 
es are remitted or reduced. 


ip loans. 


Old-Fashioned Industry” 
The house-building industry is in 
‘arly all countries an old-fashioned 
lustry more akin to agriculture 
in to most manufacturing indus- 
ries. Before the war, it contained 
large number of firms employing 
handful of men each; bankruptcy 
rates were high; work was highly 
‘asonal, use of manpower was 
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wasteful, and productivity was a 
matter of individual effort: efforts of 
craftsmen were restrained by rigid 
rules of working. 

The position now is not greatly 
changed. Firms are still small and 
under-capitalised; methods have not 
changed from a generation or two 
restrictive practices remain 
Indeed, the position may be worse 
man is even lower, 
with full 


ago, 


producti ty per 
rarticularly in countries 
employment. As against this, there 
has been some tnd-rect gain through 
a decline in the seasonal character 
of work. Builders now have to 
make do with a smaiter staff and 
have to spread work more evenly 
over the year. 


Japan’s Sewing Machine Industry 


EXPORTS of sewing machines have 
made remarkable strides since the 
eopening of private export and im- 
port trade with Japan in Septem- 
ber, 1947. Japan exported a monthly 
iverage of 2,800 sewing machines in 
948, 7,200 in 1949, 35,000 in 1950, 
ind 50.000 in 1951. The export of 
127.935 sewing machines in 1950, 
imounting to $9,500,000 in value, 
vas more than half of the total pro- 
luction (770.000 sewing machines) 
f that year. This was thirteen per 
ent of the total value of the exports 
ff machinery from Japan in 1950. 
The sewing machine industry thus 
became an important export indus- 
try. 


The number of sewing machines 
‘xported from Japan each year be- 
tween 1935 and 1950 was as fol- 
lows: 


Bank Bull 


i@! 


1935 0 1943 3,698 
1936 3.720 1944— 697 
1937 9.240 1945 0 
1938 6.069 1946 600 
1939-—10.810 1947- 2,010 
1940—10,201 1948 3355: 
194] 8.402 1949 86,912 
194? 33252 1950—427,935 


Japanese sewing machines are ex- 
ported chiefly to the United States. 
Other export markets are scattered 
all over the wor!d except in Europe. 
The percentage of sewing machines 
exported to various export markets 
in 1950 was as follows: 


United States of America 64.5°%, 
South America 9.0% 
South-East Asia 7.8% 
Far East i fs bo 
Central America 4.6°, 
Near East : : ZAR 
Africa | .7' 

Others 2.8° 


Tokvo, Feb., 1982 
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Inflation Accounting Not Perfect 


Yet 


Kecop.ng of accouwius on the basis vf replacement or current Costs, a) 
the recording of changes in purchasing power of money in the mechanics o! 


book-keeping have been occupying the accountancy institutions a great d 


Of (ate. 

AN important feature of the histori- 
cal cost bas’s of preparing annual 
accounts is that it reduces to a mini- 
exienit to which the 
an be a.iected by the per- 
sonal op-nions of those responsible 
for them. For examp!e, the cost of a 
fixed asset is known so that in cal- 
culating deprecation — provisions 
based on that cost the only respects 
In which estimates enter into the 
matter are i reiation to the probab!e 
uscfu! life of the asset and its realis- 
able value, if any. at the end of its 
lite. The significance of accounts 
prepared on the bas’s of hisiorical 
cost is, however, subject to Iimita- 
tions, not the least of which ts that 
the monetary unit in which accounts 
are prepared is not a stad'e unit of 
measurement. During a per.od of 
rising prices a decrease occurs in the 
purchas.ng power of cash and bank 
balances and such as debts 
and investments carrying fixed rates 
of interest or dividend, but this de- 
Ss not treated as a reduction 
of business profits: nor are business 
profits shown as being increased by 
ihe benefit derived from the fall in 
the burden, expressed in terms of 
purchasing power, of loans and other 
liabilities incurred before the rise in 
prices but payable in currency of 
diminished purchasing power. More- 


aeeounes © 


assets 


crease 


over, the monetary cost at which 
stock-in-trade is charged against 


revenue 1s not sufficient, during a 
period of rising prices, to meet the 
cost of replacing the same quantity 


Here the Chartered Accountants strike a warning note. 


of stock; and similarly depreciatic 

charges based on the monetary cos 
of fixed assets will not provide th 
amount required to meet the cost o 
replacement of those assets at highe 
prices if and when they need to be 
replaced. 

Monetary profits do not therefor¢ 
necessarily reflect an increase or de 
crease in wea!th in terms of purchas 
ing power; the Council cannot em 
phasise this too strongly. 

The results shown by _ historical 
accounts are not necessarily suitable 
for purposes such as price fixing 
wage negotiations and taxation, un 
less in using them for these purpose 
due regard is paid to the amount of 
profit which has been retained in the 
business for its maintenance. 

On the other hand the alternatives 
to historical cost which have so far 
been suggested appear to have 
ser‘ous defects and their logical 
application wou'd raise social and 
economic issues going far beyond 
the rea'm of accountancy. The Coun- 
cil is therefore unable to regard any 
of the suggestions so far made a 
being acceptable alternatives to the 
existing accounting principles based 
on historical cost. 


Recommendations 

Unless and until a practicable and 
generally acceptable alternative is 
available, the Council recommends 
that the accounting principles set out 
below should continue to be applied: 


From Recommendations on Accounting Principles, Institute of Chartered Accountants 
London, May 30, 1952 
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Historical cost should continue 
to be the basis on which annual 
accounts should be prepared 
and, in consequence, the basis 
on which profits shown by such 
accounts are computed. 

Any amount set aside out of 
profits in recognition of the 
effecis which changes in the pur- 
chasing power of money have 
had on the affairs of the business 
(includ ng any amount to finance 
the increase in the cost of re- 
piacements. whether of fixed or 
ets) stou'd be treated 
as a transfer to reserve and not 
as a charge in arriving at profits. 
If such a transfer is shown in the 


Fair 


is one thing to decide that a 
nethod of accounting will work 
another that it is socially desirable. 
Elimination of historic cost error 
ightens the burden of tax for some; 
ut it must put a heavier load on 
thers. 

[AXPAYERS Whose accounts are not 
able to “ historic cost error ~ can be 
livided into two groups. 

|. Those whose income has been 
ree to rise with the tide of prices 
owners with littl or no 
mei, 
vage-earners and owners of durabie 
ion-business assets. This group has 
ot sutfered excessively from the in- 
ation. Their tax bil's have grown, 
ometimes faster than their incomes 

but the tax paid is less than would 
¢ paid if the same real income were 
arned with the help of stocks or 
plant. In other words, the holding of 
tocks and plant is subject to an 
xtra tax. 


2. Persons who own or 


current a 


Shares 


NUSINESS 


recelve 
From Inflation and Accounting Profits, by 
London, 


profit and loss account as a de- 
duction in arriving at the balance 
for the year, that balance should 
be described appropriately, since 
it is not the whole of the profits. 
(c) In order to emphasise that as a 
matter of prudence the amount 
aside is, for the time 
being, regarded by directors as 
not available for distribution, it 
shou'd normally be treated as a 
capital reserve. 
(d) For balance sheet purposes fixed 
shou'd not (except in 
special circumstances, such as 
where a subsidiary is acquired) 
be written up. especially in the 
absence of monetary stability 


so. set 


assets 


of Taxation 


fixed money incomes (e.g. the ren- 
tiers}: Any plan that would put 
bigger taxes on them must give us 
pause, seing the suffering already 
inflicted on them by inflation. 

The owners of plant and stocks 
stand somewhere between these two 
Their accounts blandly sug- 
gest kinship with those to whom 
inflation has been gentle. 

From the standpoint of welfare, 
the case for reform is that the owner 
of stocks and plant wili in many 
cases cease to carry out his function. 
When he apprec.ates the disabilities 
of hoiding such assets, he will, for 
instance, tend to prefer hand 
methods to mechanical handling be- 
cause of the tax saving. 

But finance may force him to do 
this willy-nilly. Private savings are 
borrowing from. institu- 
tions and the issue of new shares are 
becoming more difficult now; 
inducements to save are everywhere 
becoming scant. 
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Baxter, Westminster Bank Review, 


May, 1952 











‘Monopolistic ” Methods are Natural Enough 


by Sik Henry Chay 


A FUNDAMENTAL change operating 
in the present century is the enor- 
mously increased importance of 
fixed capital equipment. Industry 1s 
no longer carried on mainly by small 
or moderate-sized firms, relying on 
the skill of the workpeople, and 
using an amount of capital per head 
which can be collected in a few 
months. If conditions can be estab- 
lished for the use of mechanical 
equipment—the * mass production ” 
of popular discuss‘on—and finance 
for the equipment can be secured, 
almost miraculous reductions in 
costs are possible. At varying rates, 
all industries in all countries are 
moving in the direction of more and 
more capital equipment per worker. 

Given this trend, the resort to 
“monopolistic” or “restrictive” 
methods by industries faced with the 
difficulties of European industry 
after the First World War is natural 
enough. Unrestricted competition 
tends to erode margins and reduce 
the profits out of which alone the 
continuing need for more and better 
equipment can be met. 

The more important fixed capital 
becomes, the greater the temptation 
to cut prices below the level at which 
total costs are covered, in order to 
keep the expensive plant running. 
Cartels arise most naturally in the 
most intensively capitalised indus- 
tries; the plant is in existence, it 
must be kept going. 

But plant wears out, seams are 
exhausted; and if prices have been 


From 


! . as 10 , 0} 
The Campaign against Monopol) 


Lloyds Bank Review, 


ersistently kept down by un 
restricted competition to the bare 
cost of labour and materials, it wil 
be impossible to keep up the plant 
still less to replace it with technically 
Super:or equipment; the industry ha 
been giving its capital away. 

This danger is not serious in 
stabie, well-balanced economy. The 
economies of Europe after the Firsi 
World War were neither stable noi 
well-balanced; and cartel arrange- 
ments were a response to the same 
need as led to the great development 
of selling organisation, particularl) 
the growih of advertisement. Alike 
they were attempts to create some 
shelter from the force of competi- 
tion pressing down prices below ful! 
cost; alike they were justified, in the 
eyes of their authors, as making pos- 
sible the technical development and 
organisation of industry on which in 
the long run cheap production was 
thought to depend, and giving some 
assurance of a reliable demand on 
which mass production could be 
safely based. Both are to be re- 
garded as part of the cost of mech- 
anised manufacturing production 
The alternative policy of relying 
between the Wars on bankruptcy 
was also costly without noticeably 
encouraging the re-equipment of 
industry. 


This analysis will doubtless pro- 
voke the reply that it is based on the 
difficulties and practices of industry 
in depression; since the "thirties, it 
will be said, we have learned how to 


and Restrictive Practices,’ 
April, 1952 


London, 
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vent depression. We have learned 

secret of full employment, and 

‘over a decade now the economic 
problem: has been shortage of 
labour, not unemployment. 

It is, however, a little early to 
issume that the problem of unem- 
ployment is solved—even in theory; 

is too early to be sure that post- 
var prosperity is anything more 
han an exceptionally prolonged and 
.despread restocking movement 

lowing an exceptionally prolonged 

d w:despread war. 


Government Contro!s 


Perhaps the loose application of 
the words “monopoly” and “ res- 


trictive ’’ deceives the users of them. 


Industry has been trying to limit and 
control competition; but Govern- 
controls have had much 
treater success in eliminating it. 

The result may well be to stifle 

tiative, deaden enterprise, and 
but these effects arise 
rom conditions peculiar to Govern- 


ment controls. 


Che first is their statutory basis. 
\ monopoly or other restrictive con- 
littorn, imposed by a control has a 
‘gal basis and is enforced by law. 

is quite inclusive and rules out 
iny possibility of direct competition. 
(here may be partial monopolies in 
rivate industry; but they are not 


protected by law, and their posses- 


irs are still subject to the spur of 


possible competition. Where, as with 


lost War controls, participation in a 


trade or industry was restricted to 
the firms engaged in it at a given 
pre-war date, the statutory restric- 
tion was most deadening. 


Again, controls include such con- 
litions as allocation of materials, 
ontrol of take-over prices, restric- 


von of chargeable costs, control of 


prices, and often allocation of cus- 
tomers. Since they are instituted to 
deal with scarcity, the level of costs 
allowed is usually set high enough to 
cover the needs of the marginally 
ine‘licient producers. All, or almost 
all, incentive to and opportunity of 
improvement, economy and enter- 
prise is excluded; the movement of 
prices is not allowed to exercise the 
effect it should have on costs; 
changes are eifected by authority, by 
a political process which is usually 
clumsy and a'ways in arrears of the 
need of change. 

Controis, aga-n, and other statu- 
tory monopolies have the resources 
of the State to draw on to cover 
their mistakes: if they cannot cover 
their costs by monopoly prices, they 
can draw on the Exchequer. The 
private “monopolist” has to draw 
on his own profits and reserves to 
cover his mistakes. 


Thus controls do what the spon- 
taneous efforts of private enterprise 
cannot do—exclude the possibility 
of competition and the influence of 
price changes in a market. Their 
purpose indeed is to prevent the 
movement of prices and to suspend 
the distributive function of markets 
The price association or output 
agreement has to adapt its price and 
output policy to movements of 
supply and demand, movements of 
prices and all the other influences 
which operate in and through 
markets. There ts a fundamental dis- 
tinction between trades and prices 
which are taken by law out of the 
range of market control, and those 
which remain in and subject to a 
market. 

Collective Pargaining for Stability 
bargaining is a 
not determine the 


ntract. which will 


Collect ve 
dure; It 
mere rt 


proce- 
does 
of the « 








sull depend oa coad tons of supply 


and demand. Under collective as 
under “ atomistic” price settlement 
the interest of the producer in keep- 
ing the price to the consumer down 
to the point at which his sales are at 
a maximum (over a period long 
enough to ie an product'on) remains 
predom‘nant; just as the interest of 
a trade wai lies in keeping up 
wages eniy to a level “~ does not 
jeopardise employ! ne: Atomistic 
competition may lower pees for the 
moment: it will raise them in the 
long run if it leads to wide and fre- 
quent fluctuations which deter the 
producer from investing in mechan- 
ised equipment. 

is the price that 
will cover average long-term costs 
without leading to the accumulation 
of unso’d stocks or the maintenance 
of idle capacity; rational dis 


What is wanted 


sussion 


by collective methods is as likely to 
discover and formu'ate this price as 
is unrestricted civentciian, As with 


the settlement of wage rates, the col- 
lective procedure is conducive to 
stability, which is lost if bargaining 


SEVENTY-THRE?: 


—2 


There are over 5.QOO,000 motor 
motor cvcles The 
the number of commercial 
registrations, 
six millio 
The United States 
Europe for 17 


population, 


vehicles 


n 1951 less than five 


iccounts. for 


as at the beg! 


US:A, $1,426,000 
U.K. 3.398 000 
Canada 2.809.000 


The American Automobile, 


London, June, 


ECONOMIC 


however, has taken a downturn—-in 
million. 

70° per 
per cent. Asia and Africa, with more 
have together 3.3 per cent. 
nning of 1952 included these big six 


qGQuole d 
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resu.ts 
transient changes in the bargain 
position of individuals; and stabil 


is conducive to highly mechanised 


meihods of production. 


An alternative policy wou 
requre a faith (which is becomi 
rare) in the directing and d:sciplinar 
action of markets; though there ar 
examples enough of cartels and con 
mod-ty contro! 
down because they ignored the limi 
imposed by market conditions. 


It would imply, 
v.rtues of freedom of 
is also becoming rare. As recent! 
as 1930, the Greene Committee in 


troduced its report on resale price 


maintenance by saying “that th 
ordinary right of freedom of con 
tract ought not to be withdraw 


without some compelling reason.” It 
is surpris:ng that the experience we 
have had since then of Government 


direction of industry and price con 
trol shou'd have so w 
in spontaneous contractual arrange 
ments. 


MILLION MOTOR VEHICLES 


vehicles in the world, and 5,600,000 


numter of cars has increased by half since 1940. and 


has doubled. The numter of new 
1950 there were nearly 


cent of the world’s motors: 
than half of the world’s 
The figures of registered vehicles 


France 2.636.000 
Australia 1.353.000 
BRORST Ss 1.800.000 


in Petrolewn Press Servic 
1952 


in endless alterations to suit 


schemes which broke 


too, a faith in the 
contract which 


eakened faith 
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VUESTION OF 





lit superstitious will feel that mis- 
rtune is inevitable in this the thir- 
eenth year since the outbreak of 
ar. However, the more level- 
eaded will have solid ground for 
isgiving in the knowledge that 
early thirteen years of inflation 
‘ave Our cconomy very vuinerab!le 

i tong and painful retreat from 


ae Be ie ace 
rade boom to trade slump 


After a year of abnorma! buying 
all sections of the community it is 


possible to see that shortages were 


ore talked about than real. Indeed 
ie supply of goods to the home 
narket was expanding and for some 
f these deliveries reached the peak 
ywards the second half of 1951. In 
his period, however, prices were 
sing so rapidly that, if the increased 


tigures for monetary sales are ad- 


isted to retail prices, it becomes 
ear that towards the end of 1951 
ve volume of such sales had fallen 


» below the early !950 figures. 


| 


Plainly in all the confusion of la 
‘ar events stole a march upon us. 
was making tts im 


ine recession 


pression without being fully recog- 


nised, and to be taken unawares cer- 


ainty makes a bad beginning to a 


battle which may vet be waged lon: 


ind fiercely. 


The Domestic Scene 


The extraordinary shopping be- 
laviour of the public last year has a 
The earlter 
certain consume: 


, 
1} | 


notably textiles and clothing 


yver-buying of 


Prom Dist ct Bank Rey 


Much | Recession? 


the buyers’ strike which so abruptly 
terminated this phase and the subse 
quent switch of purchasing power to 
durable consumer goods necessitat- 
ing prolonged payments under hire- 
purchase contracts, were all import- 
ant developments, the effects of 
which have still to work themselves 
out. Having put the home market in 
a jam. it remains to be seen whether 
1 fickle public will be able and will- 
ing to repair some of the damage 


that has been done. 

The present high level of wages 
would suggest sufficient purchasing 
power to support an active home 
trade. But the earlier excessive ex- 
penditure on “soft” consumer goods 
was followed by an astonishing 
amount of spending on durable 
goods--and this from a section of 


he community with quite limited 


means. The heavy morigaging of in- 
comes for instalment buying of 
motor-cars, motor and pedal cycles, 
¢ 1 7 . } aare 1 
television and radio sets, washing 
} Ls | 
cn \ ] | iners, Kitcnen 
1 11 
cing « pment a d si yy Wiki 
na ior . ’ ] rectrictiy effort yn 
Hid VC pis PERCU POEStric VO Clue Ol 
a Vieaie  Wacateniee ss f househo'd expe 
OUle Oranches OF houseno.d expen- 
liture. Wh ervicing of some of 
1 m 1 t. i ’ ] 
these cost!y purchases also makes 
sy~f ] : tl, sale 
mMexpecteda a p mm the Tamuv in- 
ye 
ae . tc hoe therefor ever 
fa Hilo iC t(hererore, even 
e 1? 1 
f--as really seems unlikely—the 
earlier anticipatory purchases of con- 
suiner goods have been used up, it 
1 } oN 1 5 ‘ 
would be very difficult for the 
! } - , ~ > 
vera household to superimpose 


) their present se luxury 64 expendi 








ture a fresh outlay for additions to 
wardrobes and house furnishings 

The attendant difftculties have 
still to be resolved. Retailers and 
Wholesalers will keep light stocks so 
long as any doubt remains about the 
future of purchase tax. Because of 
ihis and other conflicting forces 
Which are at work, the position 
remains obscure. On the one hand tt 
is claimed that the unloading of 
stocks has forced prices below the 
figure to which they are expected to 
return. Against this it is held that 
too little has been offered by way of 
bargains to induce the public to buy: 
consequently prices will have to be 
brought down further if stocks are 
to be reduced to more normal levels 

Will rearmament and the rising 
level of wage rates do this? The two 
together may well stimulate spending 
and the deflect'on of labour from the 
civilian sector of industry will put 
down production and help to dispose 
of surpluses 

It would be quite wrong to under- 
estimate the potency of these com- 
bined factors in restoring purchasing 
power. On the other hand we should 
not lose sight of the fact that the 
recession is becoming less confined 
In its effect. To textiles, footwear 
and clothing may be added a num- 
ber of other indusiries which are 
below normal production or have at 
least caught up with a backlog of 
deliveries. This is borne out by 
reports from the trading centres 
Where production and turnover are 
declining and where shops and enter- 
tainments report that less money is 
about. 


Ancillary industries to textiles are 
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inevitably caught up in the recessi 
and it is not without signiticanc 
that the coal trade—the first 
reflect changes in business tempo 
reports a reduced oiftake in * indu 
trial smalls ~ and * slack.” 


Repercussions from Abroad 

Repercussions from the import 
restrictions imposed by other coun 
tries have sull to register their fu! 
eifect on our exports. Many of these 
countries have been living beyond 
their means. Instead of increased 
export earnings being used for 
economic development they have 
been spent on imported textiles, 
motor cars and luxury consume! 
goods. 

Remembering that the present 
trading difficulties are common to al! 
nations, Britain must not assume 
that she alone faces serious prob- 
lems. Her competitors have theirs 
too. Their greater peril lies not only 
in this situation but also, paradoxi- 
cally enough, in their more self- 
supporting economies which may 
well jiead to indifference about the 
need for corrective Measures. 

his may give us a much needed 
opportunity —an opportunity, more- 
over, Which our past endeavours 
should enable us to turn to good 
account. Having during the war and 
post-war years given a lead to many 
couniries in the matter of increased 
output, we ought to be better placed 
to solve the problem of high-cost 
production. If we can but muster 
enough determination and common- 
sense to press home our advantage 
the reward will more than compen- 
sate us for our efforts. 
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What is Dollar Shortage? 


wopeans have every reason to thank the unknown inventor of the term 
“ Dollar Shortage” 


\ GLANCE at the extremely large 
icrature dealing with the dollar 
iortage yields the following “defini- 
ns” 
1. The layman and even many 
onomists seem to define Europe’s 
lollar shortage as the fact that the 
iropean countries do not possess 
ficient dollars to buy everything 
they would like from America. In 
in essay “Dollar Shortage for 
Ever?” in the Economist (June 28, 
948) it is said: “ Nobody is able 
exactly to forecast the future. But it 
eems extremely likely that the 
lollar shortage will continue for a 
hole generation.” And in a further 
article (July 3, 1948) dollar shortage 
defined as the inability of Euro- 
peans “to obtain as many dollars as 
hey would like to use.” 


If this is dollar shortage, most 
Americans also suffer from it. It 
ould only disappear if all American 
roods ceased to have any cost. If 
his conception is adopted, the first 
entence taken from the Economist 
s unnecessarily cautious, since it can 
be forecast with certainty that such a 
lollar shortage will exist for ever- 
more. 
2. A second interpretation links 
i up with a deficit in the balance of 
payments on current account. “ The 
xistence of a dollar shortage is con- 
firmed by the fact that the balance of 
payments of the U.S. has shown a 
urplus on current account 
1919 ¢with the exception of two 
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Translated and condensed from Europaets« 


Ordo, Juhrbuch fuer die Ordnu 


Disseldorf und 
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years) and also by the fact that the 
balance of trade has always been 
favourable after the large imports of 
capital in the 1870°s ” (C. P. Kindle- 
berger). 

A deficit on current account im- 
plies capital imports by the deficit 
couniry, or repatriation of capital 
previous.) exported, or grants from 
abroad. It 
say that capital imports represent a 
shortage of the foreign currency in 
question. In accepting this defini- 
tion, therefore, we should come to 
the following contradictions : — 

A poorer country with a higher 
interest rate which imports capital 
from a richer country with a lower 
rate suffers from a shortage of the 
currency of the latter. Then short- 
ages must always have existed, and 
could only disappear if all countries 
became equally wealthy. 


is obviously nonsense to 


We should also have to say that. 
e.g., Switzerland in some post-war 
years suffered from a dollar shortage 
because her balance on current 
account with the U.S. was adverse, 
Whereas in fact the free dollar in 
Switzerland was dealt in at a dis- 
count against the Swiss franc 
Switzerland in fact had a “ harder ” 


currency than the U.S 


Logically, also, we should say that 
Marshall Aid, having caused a defi- 
cit on current account for the receiv- 
ing countries, has created the dollar 
shortage. whereas supposedly it was 
intended to overcome it. This second 


he Waehrungsprobleme 1946-50, by F. A. 
Wirtschaft und Gesellschaft. Band 4 








inererore, is also unten- 


detinition, 

3. A third definition is that a 
dollar shortage ex!sis when a coun- 
try regulates the balance of payments 
through import licensing and ex- 
change control. “When a country 
introduces 
change, we say that 


Ste. ae 
defic t, a Gisequ 


rationing of foreign ex- 
potential 
Hibrium exists” (G. 
Haberler) and therefore, a shortage 
of foreign exchange exists 

( : unusable. A 
controlled ecot always has ex- 
change Should we say, 
therefore, that it always suffers 
a shortage of foreign currencies’? But 
not a free economy, which does not 
use exchange contro!, but maintains 
equilibrium through fluctuating ex- 
change rates? Only because the 
method is different? 

A tariff influences the balance of 
payments likew se 
consistent, shou'd we not say that a 
country having a tari? atso sutfer 
from exchange shoriage so that such 
would disappear only in 
the case of 
This definition must also be rejected 

4. Attempts can also be made to 
define dollar shortages on the bas's 
of some sort of “ wishful bala fo 


(Wunschbilanz). ~ A dotlar deficit 


t 


This definition is also t 
1OMY 
. hate » | 
control. 


c srt 
irom 


da shortage 


complete free trade? 


in the programmed | fa 
country can be defined as an < ESS 
of dollars over the amount of dolla 

derived from norma! sources-—an ex 


coss required o7 desirab'e for certain 
purposes (which appear important in 
the light of definite, accepted aims)” 
(F. Machlup 
Phis definition is dangerously akin 
to the first one —a country does not 
have so many dollars as it would 
like to have. In addition, this defini- 
ton suffers from the disadvantage 
that it can perhaps be applied to 
cortrotied economies, but not to free 
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5S. “Dollar shoriage exists wh 
at a given rate of exchange den 
exceeds supply ” (H. S. Ellis) 

is difficult to define an exchange ra 
Which leads to equilibrium satisfa 
torily—-one cannot admit that 
country suffers from a dollar short 
age (which it has produced itself) | 
cause it prefers to reach equilibriun 
through exchange control instead o! 
adjustment of exchange rates. Or 
need only contemplate the conse 
quences if Marshall Aid had bee 


distributed in accordance with th 
' 





cr.ter.o: 
) n14 
Ane mila 


y to define dollar short 
age as a permanent tendency © 
a urope t to lose dollar reserves. With- 
out American aid this SenGene: 
would force the European countr:! 

to have recourse to repeated Sade 


ations or to permanent internal defla- 


tionary pressure or to progressive 
tightening of exchange control, 1 


order to maintain equilibrium in the 
of payments. Such policies 
nly be avoided if the U.S 
Were permanently to make dollar 





Such a tendency does not exist (as 
Prof. Lutz shows in another section 
of his essay). This ts not an argu- 
nent against Marshall Ard. 


Excel- 


lent economic and politica! reasons 

can be add iced for tt. But a per 

nanent “ dollar shoriage "in Europe 
not one of them 


It shou'd not be denied that the 
ierm “do'lar shortage ” is of politi- 
It has greatly contributed to 
tarting American aid to Europe 
Europeans have evers 
erect a monument of gratitude to the 
unknown inventor of the term 


reason to 


*Ordo,” which ts com- 
1 


posed of several essays by Libera! 
economists on the Continent, 1s re- 


viewed as a whole on a later page of 


this issue. 
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Some Basic Facts 


“The growing dependence of this 
ountry’s industrial strength on imported 
iw materials and foreign trade make it 
mperative from the point of view of our 
wn future security and well-being that 
we try to help other nations.” 

Nelson 4. Rockefeller, President 
of the International Association for 
Economic and Social Development, 
May 30, 1952. 

SINCE pre-war years, total imports of 
aw materials by the United States 
have increased somewhat less than 
ndustrial output, but the absolute 
rise in these imports has been con- 
siderable. In 1950 the U.S. con- 
sumption of aluminium was nearly 
seven times as great as before the 
war, and that of copper, iron ore, 
rubber, timber and woodpulp from 
iwo to three times as great. 

These increases in consumption 
‘ntatled a substantial expansion in 
U.S. imports of a number of raw 
materials between 1937 and 1948. 
Moreover, in several key items, 
notably copper, iron ore, lead, wool 
ind zinc, the U.S. was. relatively 
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of U.S. Imports 


much more dependent on foreign 
sources of supply than before the 
Second World War. 

The enhanced importance of U.S. 
demand in post-war world commo- 
dity markets has resulted in a ten- 
dency for changes in U.S. demand to 
set the pace of events generally. 


(Also see “ American Imports in the 


Long Run.” Economic Digest, May, 
1952, p. 199.) 
Volume Index of General Index of 
total U.S U.S. Industrial 
Linporis Production 
(1948 = 100) (1948 — 100) 
7? ... BW 59 
ie..... GF. 46 
DS a: wee &9 
a — Pe Orme 
oa |) ) Sr 10C 
Baer) SP ee, scigguihn eee ae 
1950 i: ae .... 104 
1951 ... 117 = oles: 114 


Note: The volume of imports in 
1951 by quarters was: Jan.-Mar., 
132; Apr.-June, 119; July-Sep., 107; 
Oct.-Dec., 111 


U.S. IMPORTS OF CERTAIN RAW MATERIALS 


(OOO metric tons) 


1937 
Aluminium 20.3 
Bauxite 515.6 
Chrome ae 251.0 
Cobalt .. oe see 0.7 
SOME vs dcsnctnens =< 206.4 
Iron ore .. - 2,481.2 
3C0) a ee a 14.5 
Lumber (b) ..... ; 661.4 
INIORED: ~acaeccucasks. 49.4 
Rubber, natural 601.1 
Tin en Se ee 89.7 
Woodpulp........... AATe.t 
Wool (clean basis) ... 99.3 
Zinc Soh eae rate ST. 


(a) first nine months of 1951 at annual rate. 


1948 1950 1951 (a) 
140.5 222.0 148.0 
2,528.8 2,516.4 2.875.3 
617.5 525.6 595.1 
33 3.9 a 
442.9 549.8 505.6 
6.200.9 &.364.] 10.366.7 
288.9 503.0 192.3 
1869.0 3,423.5 2,541.4 
97.0 88.2 86.5 
1452 817.2 780.3 
88.3 113.5 62.3 
1.974.0 2,19582 2,218.5 
218.6 216.4 182.2 
Pe BY | 368.4 327.7 


(b) in millions of board feet. 


From World Economic Report, 1950-51, and O.F.E.C. General Statistical Bulletin, 


May, 


1952 











Two Freedoms for Sterling 


For sterling now it is both freedoms or nothine—with snags everywhere 


lL. Freedom of Spending 

There is little prospect that resi- 
dents in Britain will be al!owed in 
the near future to spend abroad as 
much as they wish, to take cash 
freely out of the country, to export 
without having to repatriate the pro- 
ceeds of their sales, and to remove 
their capital abroad. This ts not to 
say that such freedom would not be 
highly desirable, but merely to admit 
that in prevailing circumstances It Is 
an unattainable ideal. 

If freedom for sterling ts inter- 
preted as removal of exchange con- 
trol, it is quite clear that the freedom 
could apply only to non-resident 
sterling. Even then, a further dis- 
tinction would almost certainly be 
necessary between currently- 
acquired sterling and sterling derived 
from capital transactions. Admit- 
tedly, the two types merge all too 
easily into one another. and such 
considerable 


distinctions — present 


difficulties 


2. Freedom to 
From 1947 onwards, most public 
attention has been focused upon the 
ind cons of a more or less 
freely fluctuating rate for sterling, as 
distinct from the fixed — parity 
required by Bretton Woods. 


Fluctuat 


pros % 


In 1949, it was strongly argued (as 
it can always be argued) that there 
was no reliable means of calculating 
the “ correct ” rate for that time, and 
sul less possibility of forecasting 
whether any rate then chosen would 
be equally appropriate after, say, six 
months. Many therefore urged that 


from 


} , TT 
Should Sterling be Freed 


if the exchange were allowed to find 
its Own level, aided or cushioned by 
some intervention of the Exchange 
Equalisation Account, the rate even- 
tually established would be more 
realistic than one drawn out of a hat 
at the time. 


Now in 1952 the two concepts of 
freedom are being wedded to each 
other. The question “ Should ster!- 
ing be freed?” is generally held to 
mean: Should it be freed from fixed 
parities as a means of achieving 
convertibility? 

It may seem paradoxical that 
acceptance of the desirability and 
inevitability of making sterling con- 
vertible has become widespread just 
when the balance of payments has 
never been in worse shape, and the 
go!d reserve seldom lower. But it 
was the very danger of the situation 
which led to the Commonwealth 
Finance Ministers’ Conference in 
January, 1952, which aroused the 
conviction that, unless convertibility 
were restored in the near future, the 
ing system itself might be 
wrecked beyond repair. A dash for 
both freedoms might actually be 
more likely if Britain’s position 
deteriorates than if it shows signs of 
recovery. The sterling area cannot 
afford another 1949. 





Ster 


Back-door Convertibility 

The efficiency of sterling control 
has been declining. There is really 
no way of stopping non-resident 
sterling from leaking out through 


The Banker, London. Tune, 1952 
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TWO FREEDOMS 


nholes Th recent extent of in- 
rect switching operations in com- 
odites leaves no doubt that nearly 
ill non-resident (and apparently non- 
mvertible) sterling can in fact be 
irned into dollars. This back-door 
mvertibility deprives the sterling 
irea Of hard currency income that 
vould accrue to it if sterling traders 
ere exporting the goods direct to 
loliar markets instead of seeing 
rem bought here by European 
erchants who then trans-ship them 
» these markets 
lt is true that these operations 
therefore help to reduce the sterling 
irea’s deficit with the European Pay- 
nents Union, and therefore save 
sold, but meanwhile we lose both 
lollars and trading relations. One of 
he main arguments in favour of re- 
storing sterling convertibility is that 
i would revitalise Britain’s mer- 
hanting business and the ancillary 
services that go with it. 


Pressures on Parities 

Part of the Bretton Woods system 
s a high degree of fixity in parities 
The virtue of this principle has been 
much diminished by subsequent 
levelopments—-the large devalua- 
ions of 1949. the defection to a free 
rate by so orthodox and_ highly 
respected a member as Canada, and 
the violence of swings of trade and 
prices. 

But the reasons that prompt 
people to urge freedom of exchange 
rates are mixed. There are those 
who oppose Bretton Woods and the 
rigidities that go with it. There 
are those who fear that the rigidity 
of domesic costs 1s too great for 
any structure of fixed parities. 
And there are those who want at 
all costs to insulate the domestic 
economy from external shocks 
hoping indeed for a much 


greater 
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. 1. 
InNSUuUlAaLIO) 


than 


economy sucn as 


S possible for an 

Britain’s; and to 
avoid those economic disciplines that 
are embarrassing politically, they 
would deliberately choose deprecia- 
tion rather than disinflation. 

In fact. a call for freedom of ex- 
made to appear 
merely as a euphemism for suggest- 
ing that fixed parities do not afford 
enough scope for the development of 
inflationary policies—though, admit- 
adjustment 1s 


led.y, a paintut 


changes can be 


demanded once an excessive tnfla- 
tion has been allowed to take place 

This, however, is precisely the 
kind of adjustment from which 


Britain (and other countries) has per- 
sistently shied away. The discipline 
that the economy has tried to evade 
is precisely the elementary discipline 
of living within its income, and pro- 
viding at the same time a sufficient 
flow of resources for capital main- 
tenance and development. 

Free Sterling--Weak Sterling? 
There are between thirty and forty 
outside the sterling area 
who will accept sterling even though 
they are unable to convert it into 
dollars: they do this because they 
know that each pound the) 
represents a reasonably © stable 
volume of purchasing power over 
about three-quarters of the goods 
and services in world trade. But to 
free exchange rates without converti- 


bility would impair this willingness 


COUNtries 


receive 


i : —, ate ¥ 

it iecast Some of the subsidiary 
} > t ‘ ol oe ? . , ‘ 

\dvantlages OF SterHipg s position as a 


world currency wou'd also go by the 
f the rates were freed ship- 
ping freights and certain other inter- 
national prices are sti!! customarily 


! 
quoted tn sterling 


board 


What, too, of the sterling balances 
that these foreign have 


rccumutated? 


‘OUNTTIEeS 








Sterling Balanc 

At the end of 1951 the banks and 
official bodies in the non-sierling 
countries held a total of £1,018 mil- 
lon in sterling: British securities held 
by private res dents cannot be esti- 
mated independently and are not in- 
cluded here. Of the total, the OEE 
countries held £409 million, and 
other countrics not in the dollar area 
or the Hem/sphere held 
£514 million. Both these figures have 
remained remarkably stable in the 
last four years. The rate of the Euro- 
pean balances if their holdcrs were 
allowed convertibility is doubtful. 
and there is also concern about the 
difficuly of preventing leakages of 
British capital to the Continent: in 


the same circumstances. 


Western 


Ihe balances he'd by members of 
the Sterling Area do not ratse the 
same difficulties. The total he!d offi- 
cially by these countries at the end 
of 1951 was £2,789 million (again, 
private holdings of securities are 
excluded). 

These latter balances are already 
convertible—in the restricted sense 
that dollars can always be obtained 
to pay for imperts which are duly 
licensed. The Sterling Area countries 
do noi break this agreement because 
they know that otherwise they would 
cut themselves off from the free flow 
of capital from Britain. So the 
double dash for freedom by sterling 
would not change this system—in 
fact, freer rates might improve it, 
since they would add powerfully to 
the arguments for restraint in dollar 
expenditure. 

But even with this argument in its 
favour, freer rates might still kill the 
Sterling Area club. Although most 
overseas Sterling Area countries 


would continue to gain more on the 
swings of unfettered capital inflow, 


FCONOMIC 


DIGEST 


than they would lose on the round 
abouts of restricted dollar imports 
yet at any one time some member 
will be net dollar earners and_ find 
the balance of advantages on the 
other side. If this position continued 
in a country, it might think seriousl\ 
of ceasing to remit its dollar earning: 
to London tn exchange for variable 
sterling 


Effects on Point 4, 1.M.F., E.P.U 


The news of the first bold step 
towards convertibility would prob 
ably be welcomed in Washington 
but as the free mechanism cranked 
up into acuen co-operation between 
the two countries might — suffer 
American contributions to Point 
Four programmes would be com- 
promised by instability in the dollar- 
sterling rate. Britain would sever 
herself for a time at least from effec- 
tive membership of the I.M.F.—a 
very possible source of credit assist- 
ance. And can Britain and the 
Sterling Area afford to run the risk 
of cutting themselves off from the 
World Bank”? 

The European Payments Union 
would also be compromised. The 
Union depends on stable rates in its 
monthly settlements; the agent for 
E.P.U. payments would have to be 
advised perhaps from day to day 

Lastly, the size of the gold and 
dollar reserves of Britain give one 
pause before the step of converti- 
bility. It can be argued that the 
Equalisation Account, to control the 
free rate, would be able to let the 
rate sag before delivering counter- 
attacks—-it would not have, as under 
fixed parities, to give what is virtu- 
ally a one-way option to speculators 
in whichever direction speculation is 
flowing. A moveable rate might 
therefore call for a smaller reserve 
fund, because free rates, unlike fixed, 
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‘nota positive invitation to specu- 

But though the establishment of a 
free rate means that speculators are 
jot insured against losses by the 
ne-way option, it also means that 
they are offered much — greater 
hances of gains. A free rate there- 
fore requires a smaller reserve fund 
mly if the authorities are sure that 
terling will not show a persistent 
endency to weaken. 


Footnote: A Resolution of the 
Council] of the International Cham- 


VEW UNITED NATIONS 
PUBLICATIONS 

Everyman’s United Nations, Third Edi- 
on, New York, 1952 (available from 
H.M. Stationery Office). A handy concise 
eference book on U.N. and specialised 
igencies. 


Recent Changes in Production, Supple- 
ment to World Economic Report 1950- 
1. New York, April, 1952. Summary of 
Recent Economic Development in Africa, 
Supplement to World Economic Report 
1950-51, New York, April, 1952. Sum 
nary of Recent Economic Developments 
n the Middle East, Supplement to World 
Fconomic Report 1950-51. New York. 
April, 1952. 

United Nations Programme of Techni- 
cal Assistance. Report by the Secretary- 
General. April, 1952 (Document E/2209). 
Expanded Programme of — Technical 
Assistance. Fourth Report of TAB to 
TAC. Two vols. May. 1952 (Document 
fF /2213). Activities of FAO under the 
Expanded Technical Assistance  Pro- 
gramme, 1950-52. Rome, May, 1952. 


Preliminary Report on the World Social 
Situation. May, 1952 (Document E/CNS 


267). The first world-wide social survey 
prepared by the U.N. 

Review of  Internaticnal Commodity 
Problems, 1951. New York, 1952. 
Economic Bulletin for Asia and the Far 
East. Third Quarter, 1951. Contains, in 
ddition to the usual survey and tables 
rnvo special articles: Inflation and the 


ber of Commerce in Paris on May 
14, 1952, says that the Council “1s 
convinced that world-wide converti- 
bility may be treated as an early 
practical objective.” It points out 
that measures such as granting con- 
vertibility loans to countries with 
low reserves, strong monetary and 
fiscal policies, freeing of the private 
investment market and abolition of 
export subsidies are all part of a 
drive for convertibility. Freeing the 
rate of exchange “may be found 
unavo dab’e dur:ng the period of 
transition.” 


Mobilisation of Domestic Capital in 
Underdeveloped Countries, and Industrial 
Organisation in the Public Sector in 
ECAFE countries. 

Methods and Techniques of Financing 
Housing in Europe. ECE, Geneva, 
March, 1952 (Document E/ECE/IM 
HOU / 38). 


Steel Production and Consumption 
Trends in Europe and the World. ECE, 
Geneva, April, 1952 (Document E/ECE 
149). 4 revision of the study first pub- 
lished in 1949. 


Statistics of National Income and Expen- 
diture (semi-annual). Statistical Papers 
Series H. No. 1. 1 new publication 
containing the latest data available. 
FAO Commodity Series Bulletin No. 21: 
Per caput Fibre Consumption Levels. 
Rome, January, 1952. Data relating to 
cotton, wool and 
COUNTFIES. 

FAO Monthly Bulletin of Agricultural 
Economics and Statistics. Vol. I, No. 1. 
May. 1952. This publication continues 
the previous FAO Monthly Statistical 
Bulletin, enlarged hy the reeular inclu- 


Yon oO 1 


rayon for over 80 


urvey of commodity condi- 


flOHWS. 


General Agreement on Tariffs and Trade 
Basic Documents and Selected Docu- 
ments; Vol. I: Text of the Agreement 
and other Instruments and Procedures; 
Vol. Il: Decisions, Declarations, Resolu- 
tions. Rulings and Reports. Geneva, May. 


E952. 











} > f ; \ ry 
The National Bank of 1 PVP pulls 
Britan, European Payments Union 


Verdict 


and Sterling in th 
“ Woodman 


British 
since the war is a 
choice between either subsidies and 
isolation by means of contro!s, and 
Integration in the wor'd economy 
The policy has been oscillating be- 
tween these two extremes ever since 
the war ended. At this moment the 
ship ts again definitely steering to- 
wards tsolation and towards severing 
the economic with the outside 
world by means of controls. At the 
same time, the Chancellor of the 
Exchequer is cutting the food subsi- 
It is dithcult to see how 
measures can be 
since they must mean less food from 
abroad and at the same time 
food from home farms. 
rhe may be 
again when an impasse 
but the obvious impression from the 
recent oscillations of policy is that 
the U.K. is unable to choose between 
the two alternatives, the experience 


Verdict 


Re Turh OF 


Put dilemma which States- 


men are facing 


ties 


dies these 


two reconciled, 


less 


changed 
is reached, 


direction 


Tr great efforts made by the E.P.L 
to melt at least some of the ice 
within Europe by isolating it from 
the rest of the economic world and 
by creating an area of free trade 
within, have ended in a_ fiasco. 
Cynics may say that it was the com- 
parative freedom of exchanges intro- 
duced since the beginning of last 
year which upset the E.P.U., and 
they may add that since the trans- 
actions are being again strictly con- 


on 





Britain 


spare my (ree 


O} 


/ 


iaal 


no 


¢ lead 
where. The problem is not difficult 


being that both seem to 
in theory: the British stan 
is too high compared 

f production, and 
must be It is the search for 
an alternative solution which causes 
the shift in policy. 


LO solve 
dard of living 
with the level « 


lowered 


One may doubt whether it ts pol 
tically feasible to enforce the only 
real solution: the voter will prefer t 
live on the country’s capital or on 
foreign grants and will not agree t 
any lowering of his living standards 
Or as the February Review of Bar- 
clays Bank puts it: “ The man on 


the stree readily agrees that 
“we must work harder and con- 
sume less, but “ we’ seldom includes 
‘me’ and almost every section of 


community is busy now in providing 
unanswerable reasons why the wood- 
man must spare that section’s par- 
ticular tree.” 


+ BPA 
1 ve 


trolled according to plans, things 
will improve and the E.P.l. may 
continue to function. They will add 
that the only purpose for which the 


E.P.U. was created, was to squeeze 
some funds from the U.S.A. and 
some credits from countries like Bel- 
gium and Italy to finance U.K.., 


France and some smaller countries. 

Experience has proved once more 
that in any clearing arrangement it 
is the countries of comparatively free 


From Economic Bulletin, National Bank of Egypt, Cairo, March, 1952 
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| eventually run the 
rpluses, and the countries pursu- 
» the policies of full employment 
ind arificial price structures, that 
ill turn into persistent debtors. 
The mechanism of the E.P.U. be- 
x so devised that creditors will 
ly be partially paid and debtors 
I! settle their debts only partially, 
ie creditor countries will be 
to inflation while the debtor coun- 
ries Will not be penalised by a 100 
er cent deflation implied by a 
ilance of payments deficit. Thus 


dea probably was to bring about 


romy that will 





4 ete } 
fOreed 


a nivellation of inflation levels up- 
wards. Since both groups are in 
actual fact aiming at stabilising their 
economies, a situation has arisen 
where debtors throw overboard 
liberalisation measures undertaken 
while creditors begin to impose 

export restrictions, a quite new 
weapon in the arsenal of modern 
international trade policy. Belgium 
‘d Portugal have introduced such 
restrictions and in Switzerland they 
have been applied wholesale since 


autumn last 


Verdict on Sterling 


4 pproaching Schacht’s record ' 


XPERTS maintain that during the 
me when Dr. Schacht was still a 
follower of schachtian policies, he 
had succeeded in creating 29 differ- 
nt kinds of reichsmark, with differ- 
‘nt and autonomous rates of ex- 
hange against other currencies. We 
lo not think that he succeeded in 
reating a record, nor do we intend 
criticise his policy. Dr. Schacht 
is turned out to be the best critic 
f schachtian policy, and he had col- 
in South-East Europe who 
vuld boast. were they still alive. of 
wing broken Schacht’s records in 
ultiple currency practices. 

What interests us now ts the fact 
hat the pound sterling. until quite 
ccently a standard of uniform value 
Wl over the world, is approaching 
Schachtian levels: it has been 
reported that 19-20 different varieties 
of sterling are being regularly quoted 
n New York, each one having its 
own rate independent from the 
thers: while other authorities had 
ilready counted 28 such quotations 
a year ago. Obviously it is as big a 
task to get rid of this multiplicity 
and give sterling a uniform inter- 
ational value, as was the creation of 


Cacues 


these different species of currency 


It is well understood that D1 
Schacht created the multiplicity of 
reichsmarks intentionally in most 
cases while the sterling quotations, 
apart from the official one conform- 
Ing to the Articles of Agreement of 
the I1.M.F.. are illegal in the United 
Kingdom. But this hardly changes 
the substance of the matter, 1.e. that 
for the business world the sterling is 
a currency with multiple rates. 

In the meantime developments 
have been such that people over- 
sensitive to the slightest changes of 
economic winds have turned from 
the over-optimism of last spring to 
the gloomy pessimism of — the 
autumn, as the dollar millions accu- 
mulated by London were being dissi- 
pated by economic weather-gods 
Many people despair in the role of 
sterling as the dominant international 
currency, and wonder whether the 
goal that seemed so near a year ago 

disappeared behind the 
horizon for ever. The efforts of the 
new Chancellor in reverting to some 
classical remedies are interspersed 
with modern restrictionist: practices 
ve not vet contributed much 
to the reduction in the number of 


nternational sterlings 


has not 
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COUNCIL OF EUROPE RECOMMENDS 





Low Tariff Club for Europe 


FROM 2@ proposal by M. Ohlin 
(Sweden), the following © Draft 
Recommendation was drawn up by 
the Secretariat: 


l. A policy of low tariffs should 
be based on three principles: 

(a) The High Contracting Parties 
shall undertake not to retain as 
between one another any customs 
duties exceeding 35 per cent beyond 
a date to be fixed in the Convention 
and in any case not later than the 
date of completion of the successive 
stages of this plan. 

(b) The High Contracting Parties 
Shall undertake not to retain or 
impose on goods originating from 
other High Contrasting Parties any 
import duties exceeding 5 per cent 
in respect of raw materials, 15 per 
cent in respect of semi-finished 
goods and 25 per cent in respect of 
finished goods and food products. 

During the first year the under- 
taking laid down in this principle 
shall apply only to 70 per cent of the 
total import trade of each country in 
any of the categories specified. 
During the second year it shall be 
extended to 80 per cent, during the 
third 90 per cent. 

The High Contracting Parties shall 
undertake to open negotiations for 
the purpose of fixing tariff ceilings 
for individual goods of particular 
importance in intra-European trade. 

(c) The Convention shall be open 
to all countries and independent cus- 
toms areas willing to accept the 


obligations therein laid down. 

Realising, however, that the adop- 
tion of these three Principles would 
represent only a step towards the 
achievement of a European Customs 
Union: 


2. The Assembly recommends 
the insertion, either in the Conven- 
tion to be signed by the High Con- 
tracting Parties, or in the Final Act 
of the Conference at which such pro- 
visions were accepted, of a clause 
Whereby the States would undertake 
within a reasonable period to con- 
vene a Conference for the purpose of 
examining a plan for the complete 
abclition of customs duties between 
the countries concerned. 


~ 


3. The Assembly condemns the 
use Of quantitative restrictions as a 
protective device and declares that 
they must never be such as to neu- 
tralise or reduce the effects of the 
lowering of duties envisaged in the 
above paragraphs. 


4. The Assembly instructs the 
Secretariat-General to keep in touch 
with the leading official organisa- 
tions concerned with these problems, 
and especially to study in co-opera- 
tion with GATT the technical prob- 
lems arising from the application of 
the above three Principles, with the 
final object of drawing up a more 
detailed plan for the implementation 
of a Low Tariff Club which should 
take account of the difficulties of the 
individual States. 


From Law Tariff Club, Secretariat General, Council of Europe, Strasbourg, 1952 
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LOW TARIFF CLUB FOR EUROPI 


5. The Assembly instructs. the 
Secretariat-General so far as possible 
to associate itself with the work of 
he special committee set up in 
Geneva in October, 1951, which has 
heen given the task of studying sug- 
gestions submitted for the lowering 
f customs duties on a regional basis 
and of examining the plan drawn up 
by the French Minister. M. Pflimlin, 


and 


6. The Assembly recommends 
that the Committee of Ministers 
icquaint Governments with the pro- 
posals herein contained and requests 


wd 


them to formulate suggestions either 
for an international conference or 
yint action within the framework of 
the General Agreement or for other 
appropriate means to ensure their 
mp!ementation 


Footnotes: Amendments were 
voted regarding the computation of 
index numbers of average tariffs, the 
study of the effects of the Recom- 
mendation on employment in differ- 
ent countries, and the reporting of 
tariff changes. The Recommendation 
as amended was adopted by 90 votes 
‘2 4, with 6 abstentions. 


CRYSTAL GAZING 


From time to time public inters 
of American industrialists or univer 


coming slump or boom. It must 
publicity is subsequently given to 


predictions. Yet the American love 


' tior 
pr dictions 


has been caught by the 


sity research workers about an on 


sadly admitted that not so much 


accuracv—or inaccuracy-—of these 
forecasting is catching. The study 


section of the Royal Statistical Society recently Invited 64 economists to 
predict the movement during 1952 of five selected indicators for the British 


economy. Some economists refused 


in horror to have anything to do with 
the idea, but 70 per cent co-operated 


though many only in the spirit of 


not spoiling the fun. Nine of those supplying answers were from univers! 
ties. the remainder in industry and commerce. 


As could be expected, individual forecasts differed widely in a way that 


makes averages look most uneasy 


But, on the whole. the professors 


thought much the same as the business men. The crystal gazers saw on the 
average for 1952 a rise in industrial production over 1951 of about 1! per 


cent, a drop in the volume of exports of atout 1 per cent, a fall in personal 
per cent and a rise in retail prices of 7 
per cent. The level of unemployment 


consumption of a little less than 


] 


was put at 2 per cent. These rathe: 


harmless looking figures hide. of course. some very disputable ones. The 


most pessimistic put unemployment 
three-quarters of last year’s volume 
British exports were that they would 1 


1 


at 34 per cent and exports at only 


The most hopeful expectations for 


ise by 4 per cent 


The methods behind these forecasts aré hidden. but a fair amount of 
guesswork is admitted. If, however. science feels slighted in this survey, it 


has yet to offer any conclusive proof that in forecasting 


can get any 


nearer to the mark—or any less further from it-—than the well-informed 
guess. This is but a game with a large gambling element. and the player 


get most interest out of it in deciding 


wuesser 


eventually which of them ts the kest 
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| CONONMIC GCEIVELN { the Sov! { 
Union is based on an economic plan 
decreed by the Government. which 


for financial institutions 
that control the supply of money 
and credit and) the purposes for 
which it may be used 

The State administration and the 
ate enterprises carry out their fin- 
ancial transactions primarily through 
ransfers from and to their bank ac- 
dividuals use CXxX- 
h. mainly in the form of 
There is no market for 
ins to individuals or enterprises. 
than 
Likewise, ex 


prov ides 


' 


Ounts: almost 
clusivel¥ cas 
anknotes 

nd no sale of securities other 


Government bonds 


ent for limited sales of private 
homes. there ts no real estate mar- 
ket Thus. investment financing 1s 


mnducted exclusively through the 
yanking system. 


The 


banks maintain their own 


ces and engage in the issue of 
Otes, receiving deposits and making 
loans at interest like their non-com- 
munist counterparts. They aim at 
aking a profit, part of which they 
retain tn their capital accounts 
their activities, however. are dicta- 


economic plan. 


r-all plan 


d bv the 
Chis ove 
stitutions through the directives in- 


47 ¢ Se ow ] 
affects financial 


} component 


luded in the following 


nlans: 


| ! wat rye { t ve 
| \ plan for production, cosis 
nplovment and wages. 


. ae Oe 
u \ plan for capital investment 
2 Paton ihe ei 
; \ State Budget. 

j : 1 slan ¢ «} ’ 
4 \ credit plan that establishes 
bre arlicie prepared hy kd vard A prre 
‘ ral l ka Luropean Section 


, ° } { v, , 
monetary supply and credit are 





Soviet Union—!] 


uted into the totally-planned economy 


a credit ceiling for each industry in 
order to provide effective “ control 
rouble ~ over its operations 

5. A “cash plan” to establish 
note circulation based on wage ceil- 
ings and the value of retail transac 
tions 

Phe directives contain detailed in 
structions to each Ministry, to the 
State Bank and to each producing 
unit 

Soviet capital formation - includ 
ng investment in plant equipment 
ind is mainly financed 
through the Ministry of Finance. a 
Cabinet agency. which includes the 
OUOWINE Operating agencies: 

|. The tax collection and di 
bursement agencies 

2. The State Bank, which ts an 
mutonomous unit within the system 


by the 


MVeNlOries 


the Ministry of Finance. NU 
transactions other than wage pay- 


il sales and construction 
transactions represent transfers from 
one State Bank deposit to another; 
wage payments and retail sales are 
the principal channels for the inflow 


and outflow of 


ments, ret 


banknotes. 
banks for long-term in 
Industrial Bank, the 
\ericultural Bank. the Bank of 
irade. and the Central Communal! 
Bank. The last is a sort of holding 
company, controlling a number of 
Each bank disburses 
appropriations for con- 
respective field, and 


2 Four 
Be Oul 
»9fENent the 
CNETICEIL tlic 


4 


local banks 
budgetary 
struction me its 
each makes loans to co-operatives 
and to State enterprises under the 
jurisdiction of local authorities 

der the supervision of J. H. Furth, of 
the Federal Reserve Board's Division of 
¢ Bulletin, Washington, April 1982 
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BANKING IN THI 


Ihe Soviet authorities have estab 
hed an elaborate system of direct 
vell as monetary controls in or 
fer to make sure that the funds of 
onomic enterprises, as Well as 
ose of the banking system, are 
ed only for the purposes of the 
yan 
These are 
signed to prevent investment 
nds mostly from budget alloca 
ys, from being used to tinance 
irrent. production, and to make 
ure that Government-approved pro 
vets. and only those projects, are 
irried out Projects of any size 
require the approval of a Cabinet 
ommittee. This is given only after 
he presentation of three. sets of 
documents: I, An economic justifi 
ation of the project, 2, A’ set of 
ftue-prints and specifications; 3, An 
esumate of the cost, broken down 
nto quarterly figures. When ap- 
proval has been given, a special ac- 
count is set up in the appropriate 
bank (usually the Industrial Bank) 

The investment banks — are 
operated as integral parts of the 
Ministry of Finance. Their main 
function is the supervision of ex 
penditures from the funds in ther 
accounts. They may make local 
loans only to co-operatives, small 
state enterprises operated by loca! 
authorities. and to individuals to 
finance housing construction. 

Soviet comments on long-term 
lending indicate fairly steady up- 
wards pressure on loan ceilings: 
there is also some tendency for 
enterprises to use funds designed for 
construction projects to finance in- 
ventories, according to complaints 
by the Minister of Finance. In 
particular, enterprises often fail to 
transfer profits and = depreciation 
funds to the investment banks in the 
planned amounts 
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Current Production Controls 
[hese are analogous to the fore- 
he State Bank the chiet 
instrument, and it allempts to 
minimise the liquidity of enterprises 
by the following regulations: 

1. Liquid funds must be kept tn 
interest-bearing deposits in the State 
Bank 


2. The extension of credit to, or 


VOINY 


receiving credit’ from, other enter 
forbidden, and normally 
interest 


DFISeS 


. Bao at 
CUNHOt OU 


enterprises 
bearing securities 

} Deprec lation allowances based 
on the original cost of fixed capital 
must be transferred in the form. of 
funds to 
MiINIstry 

4. Profits taxes must be paid 
monthly, and other taxes even more 
frequently, so as to prevent the ac 
cumulation of funds. Profits allo- 


must 


the relevant econoriic 


cated to finance construction 
be regularly transferred to. special 
iccounts in the investment banks 

5. The size and composition of 
the current assets of each enterp 
ire determined by the volume of 
planned production: 


fixed at a certain 


/ 


inventories are 
number of dat 
requirements 

6. Current assets considered to 
be in excess may have to be trans 
ferred to the Ministrv of Finance 

The State Bank only grants credit 
for individual transactions which are 
earmarked. This prevents 
prises from concentrating borrowed 
funds in certain activities. and using 
their own funds to finance others 

An enterprise will require addt- 
tional funds when it tries to expand 
plant or inventories in order to 
secure smoother running. when it is 


onerated at a loss, or when its profits 


enter- 


are insufficient to meet its tax obli- 
gations The State Bank 


granting the 


before 


credit. will inquire 
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whether the need for it arises from 
an improper diversion of resources 
from current output to unauthorised 
construction. Likewise, it must 
decide whether the need arises from 
the accumulation of unsold finished 
goods (which would indicate that the 
quality of the goods was too low, 
or that the sales department was 
inefficient), or from the accumulation 
of work in progress (which would 
indicate that the production depart- 
ment concerned was unable to main- 
tain an even flow of materials 
through the plant). The Bank is 
supposed to insist on the correction 
of such faults as a prerequisite for 
the credit. 

Liquidity is kept to a minimum in 
order that State Bank control over 
the activities of enterprises may be 
as effective as possible. According 
to available data for a few enter- 
prises, liquid assets amounted in 
1948 to 14 to 20 per cent of all 
current assets. The larger portion 


RETURN TO 


At the outset oi 
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of all current assets consists of in- 
ventories. For United States manu- 
facturing firms, at the end of 1948 
liquid assets were about 38 per cent 
of current assets, including receiv- 
ables. 

In contrast, the importance of 
credit in financing current assets in 
Russia is similar to that in the 
United States, although the types of 
credit are different. About 40 per 
cent of all current assets of Soviet 
enterprises was financed by credit in 
1947, and credit has become more 
important since then. In the United 
States, current liabilities of manufac- 
turing firms were 37 per cent of 
current assets at the end of 1947 
But Soviet enterprises have few 
short-term liabilities to others than 
banks. Moreover, they have no 
long-term liabilities since their out- 
lays for capital construction and 
permanent working capital are 
mainly obtained from the State 
budget or from retained profits. 


INCENTIVES §N RUSSIA 


for profitability in 1949, separate bank 


accounts were opened for individual departments and even teams of workers. 


to make them profit conscious 

have the results that were 

working shop of one factory 
bricated parts for houses to the me 


furniture for casual 


ntended 


ind making 


iccount of its own. Its account-—-and others like it 


dated. Soviet planners rely more on 
their pre-determined ends 

But there is one sign that the 
This is the campaign for 


which 
re prolitable occupation of sawing logs 
chents as soon as it was given a bank 


“above plan’ 


It is clear, however, that this did not always 


A typical story is that of the wood- 
switched from manufacturing pre- 


has now been liqui- 
the stick than on the carrot to achieve 


mportance of the carrot has revived. 
* profits, which has been in full 





swing since 1948, Under the law not more than 2 to 10 per cent of 
planned profits may be retained by an enterprise for special bonuses and 
lar incentives. The post-war period. however. has ushered in a phase 
social! emulation.” designed to make factories exceed their target 
output. This “socialist emulation,” combined with a drive for greater 


economy and still stricter budgetary control, ultimately aims at increasing 
' 


profits beyond the “planned” margins. Between 25 and 75 per cent of 
these above-plan profits are allocated to a special “* Manager’s Account.” 
from which tonuses are paid and the social services of the plant-—cluks. 
subsidised. At the discretion of 
to SO per cent of this account may be ploughed 
plan sets each factory the task of 
; own Means, in addition to contri 


atoe, 
orts grounds and workers’ houses—-are 
nanager, however. up 
into Investment; in fact, the state 


some of itS Investment irom it 


ting sales and profit taxes to the budget pool for development schemes 


From The Banker, London, Tune, 1952 
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INDIVIDUALISM v. 


COLLECTIVISM 





Historical Antagonists Reconciled 


by HENR\ 


SMITH 


(Vice-Principal, Ruskin College, Oxford) 


In practice, the individualist economy of the West and the collectivist 
economy of Russia are not so different as they are painted 


Hk BASIC ideas behind the econo- 
mic policies followed in the so-called 
“ capitalist” and the so-called “ col- 
lectivist ”’ countries of the world are 
seemingly irreconcilable. But let us 
contrast practice in the two fields of 
nfluence. 

In the individualist world we 
ften look in vain for the dominance 
of the individual. We find instead 
the influence of the pressure group, 
whether it be on the one hand the 
monopoly producer, or on the other 
hand the trade union. The picture 
of individuals freely and individually 
choosing their pattern of life and 
determining the pattern of produc- 
tion by their free choice is further 
falsified by the enormous energy 
which is put into advertisement. 


Rabbit Culture 

The economic system of the West 
is indeed in danger of developing a 
sort of rabbit culture nurtured on 
advertisements, listening in the dark 
to the syndicated news items on tele- 
vision ranges. 

The central figure of this world is 
sull the entrepreneur, and upon his 
skill and courage the vigour of 
economic life depends. But it repre- 
sents an unmerciful misuse of words 
to regard the consumer as dominant, 
or to say that price competition is 


From “Introduction to Economic 
London, April 


Organisation,” by 


the single point on which economic 
life turns. Moreover, the process of 
economic development throughout 
the world has been uneven; as 
capital has flowed out from the 
countries that got the first start in 
the economic race, political control 
has accompanied economic control 
over the backward races and_ in 
many cases there has been collective 
exploitation of them. 

Consequently there has developed 
a very real series of group conflicts; 
in many parts of the individualist 
world we see attempts to eradicate 
these, but they remain basic to the 
economic structure as it exists 
nevertheless. 
Unemployment Bogy 

‘he individualist section of the 
world is now recognising, partly 
under the persuasion of ‘ts profes- 
sional economists, that there is 
something like a permanent unem- 
ployment problem to overcome. If 
high unemployment were to be 
maintained in Great Britain or the 
U.S.A. for twenty years, there would 
be such a wholesale change in the 
social structure that many of the 
tenets of the individualist society 
would have to be modified—particu- 
larly the importance to be accorded 
to individual decisions about the in- 
vestment of capital. 


Henry Smith, Sylvan Press 
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A new view of colonial develop- 
ment has been gaining ground, how- 
ever, and it may be that in the forth- 
coming years (if it is not too late to 
win the confidence of backward 
peoples) outlets for investment in 
helping backward areas will, on an 
enormous scale, add to the possi- 
bilities of peaceful development of a 
free enterprise economy much in its 
present shape. 

But here lurks a danger. A high 
level of employment may be main- 
tained in a free enterprise economy 

without lowering the rate of re- 
turn to investment--if armament 
industries are developed on an 
adequate scale. It was this fatal 
ilternative which provided — the 
economic basis for the reconstruc- 
tion of Nazi Germany. A large pro- 
portion of investment in the indi- 
vidualist world today is taking a 
form which may prove fatal to 
civilisation —moreover it is. tanta- 
mount to sacrificing the ideas of 
Itberalism in one part of the 
economy) 

Pheorists, Think Again 

In general, comparing the practice 
with the ideology of the individualist 
cconomy. one cannot but consider 
that the ideas need to be greatly 
modified. They need to be modified 
xy at least part of the historical 
viewpoint of the collectivists, before 
they will stand comparison with the 
realities of the world. 

Knight) says in_ his 
* The 


Professor 
; | thics 
conditions individual liberty, 

‘ . ] +} - hing ‘ 
created by the geographical and 
cientific discoveries made from the 
later Middle Ages to the nineteenth 
entury, were inherently temporary 


Economic Liberalism in the nega- 


of Competition ~ 


live sense of extreme individual 
laissez-faire is impossible Since 


t 


vealth can + aa * ced to get 


more 
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wealth, these consequences follow 

“(a) with gross inequality in the 
distribution of wealth, all ethical 
defences of freedom lose thei 
validity; 

“(b) the automatic system of mar- 
ket competition breaks down, for 
competition requires a large number 
of units, every one of negligible 
size.” 

Collectivism in Practice 


Let us now turn to the practice 
of the collectivist world. It is the 


economically backward countries 
rather than as Marx originally 
anticipated the more developed 
countries which have wholeheart 


edly accepted this point of view 
Marx’s mistake was due to two 
things which have happened in the 
advanced countries: 

|. Production per head has _in- 
creased so considerably that many 
members of the working class have 
had a rising standard of living. The 
class struggle has slackened, but a: 
the balance of economic power be- 
tween social classes altered, a cer 
tain redistribution of income has 
heen made through the state. 

2. For many years the advanced 
countries Were in a position to treat 
their workers fairly well because of 
the explcitation of colonial peoples 
Phe result is that the “* revolutionary 
proletariat ” in Western Europe mas 
well be exemplified by the typical 
British trade union leader in his 
suburban villa. 

The coincidence of a peasants’ 
revolt in backward Russia (which 
Western Europe had survived three 
centuries earlier) with the revolt of 
the urban proletariat owing to the 
mismanagement of a war, brought 
about the expression of collectivism 
Because of this, the col- 
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HISTORIC AI 


livist economists have been con- 

ained to follow a course alien to 

eir original concepts. 

Instead of being able to build up 

llectivism against a background 

f adequate resources, it has been 

ecessary under a dictatorship of the 
proletariat to go through all the 
stringencies of an industrial revolu- 
on, and all the hardships insepar- 
able from the rapid accumulation of 
capital. Consequently, the dictator- 
hip has become that of a group 
over the proletariat 
inferiority Complex 

This has distorted the machinery 

government, has determined the 
type of person in authority, and has 
turned the collectivist countries into 
a separate world intent on its imme- 
diate objectives, worried about its 
economic inferiority and concerned 
about its military security. So wor- 
ried indeed, that it has become 
mpervious to contacts with the out- 
side world, rigid in its thinking, and 
can no longer contribute to the 
thinking of those who wish to apply 
variants of the collectivist solution 
to the problems of the more 
advanced countries. 

If one regards the conflict be- 
tween the theory and practice of the 
ndividualist sector and the collec- 
tivist sector. the element of carica- 
ture seems to be as great in one as 
in the other. 

Reconciliation 

Is there any possibility of recon- 
ciliation? 

Much of the. conflict between 
collectivism and = individualism — ts 
now meaningless in terms of 
internal policy in most countries. 
The question whether aggregations 
of capital equipment in this or that 
industry could best be made to con- 
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form in their operation to the public 
interest under state’ or private 
ownership is an empirical question. 
ft is not a question of whether the 
public interest shall prevail or not. 
Correct interpretation of public in- 
terest is the test. Many people in 
the collectivist countries must be 
coming to realise that state owner- 
ship of productive capital does not 
automatically free the worker from 
exploitation. 

Once it has been established that 
the temper in which great industria! 
Organisations are administered is of 
greater importance than _ their 
“ownership.” then the prospect of 
some great synthesis of ideas makes 
its appearance. The feat of will and 
imagination which the age demands 
is the formulation of an ethic of 
property which can stand as the 
basis for the capitalisation of the 
more backward areas of the world 


Footiote: * Introduction to Econo- 
mic Organisation,” from which this 
extract is condensed, 1s an admir- 
able description of economic history 
and the form of economic institu- 
tions in the light of that history 
The growth of the existing economic 
world is traced with care, with 
clarity and with humour from the 
Middle Ages onwards. The mech- 
anism of entrepreneurs’ decisions 
the supply of capital, the supply of 
labour and the structure of inter- 
national trade are described on a 
broad canvas, leading up to the ex- 
tract just given. The book is read- 
able even by the veriest tyro, and 
not least of its virtues is that it ts 
only 182 pages long--a feat of com- 
pression which is not at all obvious, 
however, to the reader 
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Colombo Plan’s Modest Beginnings 


Full benefits cannot be felt until 1957 and after 


THE FIRST YEAR of the Colombo 
Plan ended on June 30, 1952, and 


it is clear that the Plan has got off 


to a good start. Moreover, the 
countries propose a_ substantial 
quickening of development next 
year. 


States’ Expenditure on Development 
(£ million) 
Actual Estimate Estimate 


1950-1 1951-2 1952-3 
India 196 256 307 
Pakistan 116 120 
Ceylon 17 38 44 
Malaya and 
N Borneo 13 18 24 


When the results achieved are 
considered in terms of land re- 
claimed or irrigated, power stations 
built. roads constructed, and other 
visible and tangible assets, they may 
not be spectacular. This is because 
large-scale projects take several! 
years before they are completed and 
begin to play their powérful réle in 
the economy. The full benefits will 
not be felt until 1957 and after. 


Nevertheless, there are already 
some visible signs of progress. 
partly because the Plan included 


some projects already under way. 
Here are the salient features of the 
planning so ‘ar: 


India: Work on power and irriga- 
tion schemes is well under way. 
When they are completed. some of 
them will make possible two crops 
per year instead of one. as well as 


raising vields. 


From The Colombo Plan, First Annual Report, H.M 
May 1952, Cmd 


The Nangal barrage is in an ad 
vanced stage; the Bokaro thermal 
station and the Tungabhadra irriga- 
tion project will be completed in 
1953, and the latter will command 
an area of 2 million acres of which 
700,000 will be irrigated annually, 
the Kakrapara project, designed t 
bring nearly 600,000 acres unde! 
irrigation, should be completed by 
1953-54: the Kans grass project foi 
the reclamation of weed infested 
lands is progressing satisfactorily 
the Lower Bhawani project, which 
will irrigate 207,000 acres, is halt 
completed and will be finished’ 1 
1953-54. Encouraging progress has 
also been made on the Hirakud Pro- 
ject. The Mayurakshi irrigation and 
hydro-electric scheme in West Ben- 
gal has been started. In the field of 
industry the Sindri Fertilizer project 
is already in production and the 
Chittaranjan Locomotive Works is 
nearing completion. 

Pakistan: The main work on the 
Thal irrigation scheme, which wil! 
irrigate 14 million acres, has been 
completed, and the Lower S:nd Bar- 
rage Scheme is in an advanced 
stage with its first phase scheduled 
for completion by the end of 1953 
Good progress is being made with 
a number of hydro-electric power 
projects, and a number of new tex- 
tile and other factories will be in 
production in 1952-53. 

Ceylon: The chief aim is_in- 
creased food production, especially 
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COLOMBO PLAN'S 


rice and fish, and a number of 
rogrammes are under way. Work 
the main dam of the Gal Oya 
Scheme is almost completed. The 
rst stage of the hydro-electric 
7 which provides a generating 
ipacity of 25.000 kW., is finished, 
nd He" on two further stages, each 
providing an additional 25.000kW. 
The Colombo 

Port Development Scheme has al- 
ready begun. In the industrial fie!d 
‘xisting plants are being modernised 
nd a wide variety of new factories 


ere 
; being established 


has commenced 


Malaya: The task of resettling 
ye 400,000 squatters in new vil- 
ages, provided with schools and 
proper drainage and sanitation, is 
Waring comp! letion. Work has be- 
un on the Singapore Power Station 
in North Borneo rehabilitation is 
proceeding and in "Seash good 
yrogress is be'ng mar le with agricul- 
tural and other schemes. All four 
territories have built new. schoo’'s 
ind expanded their medica! facil - 
Lies 

Viet Nam: While continuing to 
arry Out the basic development set 
forth in her S'x-Year Programme 
ind when securty and other cond 


has found H 


Ons Pel t. Viet N 

ocessary to set up an emergenc\ 
programme, principally devoted to 
social welfare projects. to meet the 


ceptional conditions 
* 


Importance of Rubber 
The importan ce of t 
] 


he prees ob 


the area ts well ifustrated by rub 
ber Malaya and British Born 
produce over 700.000 tons 


1. vear and Indones‘a (not at present 


VOD! S/ 


ned for the principal exports of 


of rubber 
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in the Plan) about the same amount; 
Ceylon produces over 100,000 tons 
a year and Thailand (not at present 
in the Plan) about as much. At pre- 
sent prices, the total value of this 
Output of rubber, which is mainly 
roduced by small-ho!ders, is about 


) »¢ 
1OU 
t 


£500 milton a year. A change in 
price of only 10 per cent means £50 


million a year. Besides making a 
great difference to the millions of 
Asians for whom rubber is the chie 


source of livelihood, such a change 


c 


In price appreciably hastens or re- 
tards, as the case may be, the pro- 
gress of development in these 
countrie 


; : , 
Footnote Advances tn tech ology 
are tendin to cheaper synthetic 
saab buons ackh sien tietie 
ruooder ali the time 
If 9} es eT 
il this were the Whole OF tl \ 
ea oat 1 = +} c% a 
the outlock for the Ma pro 
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ee ae Pee ae, ees 
ict We tnere are three cir- 
myct ) he} } } 
bisia Se ii N i < v 
d i yi. St rort ! the List 
nla t ha by ' | } 
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India’s Planning 





Under Fire 


An integrated policy embracing 400 million people in 700,000 villages is a 


herculean task. 


Small wonder that India’s 


-lannine Commission has its 


critics 


Wer make no apology for returning 
Economic Digest to the problems 
and opinions of Indian economists. 
For the picture to be drawn of India 
since partition (and of Pakistan also) 
is of a country that conceived itself 
as being a blank sheet in 1947, on 
which peasant and politician, econo- 
mist and industrialist, soldier and 
sociologist, could write a new chap- 
ter in the history of mankind. A 
brave new world indeed. One that 
called for bravery, and the bravery 
has certainly been forthcoming. 

Not many thinking Indians have 
boggled at the gigantic task: indus- 
trialists came forward with the 
Bombay Plan, which rather tended 
to spend more money than was com- 
fortable: private individuals threw 
their own plans into the pool, con- 
centrating on various aspects of the 
poverty-stricken Indian scene; the 
professors in the universities, re- 
membering their Socialist economics 
of the thirties, drew up schemes and 
counter-schemes. The result has 
been chaos—but the inevitable chaos 
that results from the first, fine flush 
of enthusiasm, without which noth- 
ing of any importance is done in this 
fusty-dusty world. 

Braver than most, therefore. were 
the members of the Government 
Planning Commission, who weighed 
in in 1951 with a modest affair of 


Economic Analysis of the Draft Plan” 


Te ia. 
{ila vabad hy 


some 1,493 crores of rupees, to be 
spent primarily on irrigation, trans- 
port and social services. This Five- 
Year (later called a Six-Year) Plan 
is in draft form only, and for this 
reason as Well as for others it was 
hailed at first as a realistic one. If 
politics be the art of the possible, 
then this was a political plan. States 
can build railways, can erect dams 
can purchase bulk foodstuffs in the 
open market to ease shortages else- 
Where. Festina lente, said this Com- 
mission. 

Even had they not given out their 
plan as a draft, and invited criticism, 
the criticism would have been forth- 
coming: for the vocal econom 
authorities in the country are, with 
few exceptions, “sold” on the plan 
ning idea. Very rarely is the ques- 
tion raised whether an overall Plan 
is the answer; more usually the ques- 
tion is whether the Six-Year Plan 
can be called a Plan at all. The 
result has been that what is offered 
as criticism of the Plan turns rapidly) 
into a completely new Plan. From 
the politically and fiscally possible. 
the critics dive into the uncharted 
seas of the socially desirable. They 
sometimes reach strange shores for 
professing democrats. 


Spirit of Planning 
‘Economic Analysis of the Draft 
Plan.” by T. N. Ramaswamy, of the 


, by T. N. Ramaswamy, published in 


the Indian Press, Ltd., 1952, 5 Rupees 
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momics Department of Banaras 

ndu University, is a book written 

one who finds planning not only 
isible but desirable. We must bear 
sin mind. 

The task of planning in India, he 

Vs, “is not at all easy to perform 
[he economic system of our coun- 

has never been a simple struc- 

re. The proov!em ts in fact that of 
conomic stagnation in the lives of 
ear!y four hundred million peopte., 
who are shut up in a social and 
ultural system inherited from time 
mmemorial. The economic system 

the result of the interplay of forces 
f two distinct types of civilisation 
vhich have waged a_ relentless 
truggle for conquest for the past 
two centuries. A new outlook cap- 
ible of creating new civilisation pat- 
terns has to be forged: a perfect 
ynthesis of development between 
the old and the new has to be 
reached. 

“We need a spirit of planning 
which wou'id pervade the entire 
ountry and change the outlook of 
millions of people towards their 
everyday life problems, so that plan- 
ning becomes a passion with them, 
ind will infect the entire country.” 

This may sound dangerous doc- 
trine: but the author points out that 
vhen political emancipation came to 
India, it did not stand for any vital 
change in the minds of most of the 
Indians, particular the subsistence 
farmers which form the major part 
of the population. The mere build- 
ng of Damodar Schemes and new 
railways will not instruct them how 
the community as a whole are to 
participate in the Plan. 

The author ts as good as his word 
when he makes this clarion call to 
* planning-consciousness ”; his book 
is full of well-written sentences (at 
times over-written) which call for 


‘gigantic schemes calculated to 
smash through social and cultural 
inhibitions,” for all or nothing in 
planning, for freeing economic desir- 
abilities from the shackles of politi- 


cal possibilities. 


Trammels of Politics 

“ Any attempt to imprison econo- 
mic planning in our country within 
the parlour of the Constitution will 
only end in dire frustration for the 
masses, in which democratic insti- 
tutions and traditions have little 
chances of survival.” This, it is true, 
is the dilemma. The Constitution 
of 1948 laid down quite clearly tha 
private enterprise was to play the 
greater part in the Indian economy. 
that freedom for business-men as 
well as for voters was to be the rule. 
The Planning Commission, follow- 
ing this lead, has therefore been ex- 
tremely careful to concentrate on 
those kinds of project which the 
private industrialists of India were 
unable to fulfil. But as the author 
of this book rightly points out, no 
part of an economy is divorceable 
from any other part: the building of 
dams entails the planning of cement 
production, the planning of machin- 
ery output, the planning of the use 
of the irrigation water and_ the 
power. Once the circle of the 
economy is cut, it is no longer a 
circle and make take on many forms 
which are, to the planner, the wrong 


ones. 


Lest it should be thought at this 
point that the author is a pure totali- 
tarian, let us quote from the chapter 
he devotes to price policy, which in- 
fuses a sense of realism into his 
analysis. “It is not easy.” he says, 
“to formulate a price-policy which 
is powerful enough to bring about 
a desired allocation of resources, un- 
less the control of the authorities on 
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the working of the price-mechanism 
is comprehensive. Any price-policy 
which attempts to regulate the pat- 
tern of allocation of resources will 
have to be very cautiously framed 
with a view to maintaining the deli- 
cate balances in the working of the 
sectional markets and economic in- 
centives.” 

What, then, are the particular 
difficulties in the Indian economy? 
The chief is that in the subsistence 
economy no price-change of a rea- 
whatso- 
ever on the incentive to grow more 
crops. The land is already sub- 
divided into plots too smal! to sup- 
port a family; to assume that the 
small Indian farmer is * the dictator 
of his crop-schedules, and that he 
would always grow crops” which 
would offer him the largest price- 
margin” is one which would lead 
only to disappointment and blunder. 


sonable size has any effect 


Slough of Subsistence 

“ Attempts must be made to iron 
out population pressures on land 
resources: this can be done only 
through diversification of the occu- 
pational system of the country. and 
by shattering the ho!d of subsistence 
economy on the rural population.” 
This will not be done by increasing 
investment in tractor stations and 
river development. The iand shou!d 
be reconstituted into larger 
and industrialisation encouraged to 
relieve the rural areas from the 
crushing weight of numbers 

The Six-Year Plan makes no 
claim to do more than assure the 
maintenance of a standard of living 


plots, 
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commensurable with that of 1939 
This, says that author, is not good 
enough. It does not fire the imagin- 
ation, and must therefore fail even 
to attain its limited object. 

Yet, at the same time, the Six- 
Year Plan is too big, taking as it 
does the whole of the Indian 
economy into its purview. “~The 
area of economic conquest Is so vast 
in Our country, that no plan can be 
effective unless it has a regional ap- 
proach to it. It is only along line: 
of regional reconstruction that we 
can pretend to solve the problems ot 
economic evolution in our country.” 

The author concludes his book 
with a description of the work of the 
Mogul Emperors—* They built like 
giants and finished like jeweller 
Those who attempt to plan for In- 
dia will have to do exactly the 
same.” 

India is a country whose problem: 
are of such magnitude and com- 
plexity, that they sometimes give a 
mere European pause to think 
whether his own problems are worth 

rying about. A book like this 
is salutary not only in the explict 
statements it contains; it also bring: 
into better perspective the work of 
John Company and the British Rai 
in years past. These two solved 
their problems from different stand 
points, and with varying success. 
The new free India must sce the 
same problems through — entirely 
different eyes—-and come weal, come 
with the courage to tackle 
the job, without fear, are not lack- 
ing. 
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BRITISH CO-OPERATORS REPORT 
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Co-ops Running Short of Capital 


says the 
and 


The Societies, 
hareholders 





(mostly re 
Co-ope 


mbership is 


There are 1,141 Societies 
4) who are Jnempbders of the 
Union.  ! 

ow 10,825,000 
19S], 


U.K. 


simated me 
peopl In the 
ahout 27 of the 


Northern Ireland 


Nd a 
population of 


and Was regVis- 








red with — these Secieties for thei 
rocery rations Out of the 13-14 mil 
on households in the U.K., 20 were 
CRISTErE a with thre ri for coal. They .) ei 
arly 13 of the foodstuffs, nearly 
of the coal, gt of the footweai 
nd 63 of the dry goods and chemists 
00ds. Ahout one penny in every nine 
hat cross retail counters crosses thos 
§ the Co-ops. 
fut first) successful co-operative 


venture in Britain was begun in 
1844. The history of the co-op 
movement over these 108 years has 
been steady progress—at times it 
seemed that the me thr.ved 
on depression elsewhere. 

Now, it seems, a crisis may be 
round the corner. D/'vidends have 
been dropping since 1942. Here are 
three items which the Margate Con- 
gress has had before 


vement 


1. Doubts About Nationalisation 
In 1948 the Congress called for a 
policy statement in order that all 
sections of the working class move- 
ment might work harmony. It 
was then realised that nationalisa- 
tion must affect some parts of the 
co-operative Movement; to 
the d: culty, it 
(and sul 


increase 
was not then known 
not known) what precise 
From R: Central 


, 
pore of the Board to the 


Co-operativ 
lenders, to kee] 
development based on 


) 


Union, must go all out to 
stocks fluid and to keep 
unrealistic optimism ° 


altract 
dow n 


plan of social 
eventuaily be 
Party. 


development may 


adopted by the Labour 


It was agreed that co-operator 
must use their utmost power to pre 
serve the right of maintaining and 
developing their own resources un- 


der their own democratic control 
1 


Inevitably this has meant that they 


have been on the defensive against 
threats of nationalisation. The 
ocial character of co-operation iS 
well established, and co-operators 
should not be expected to sacrifice 
co-operative enterorise in favour of 
untried and unsatisfactory ideas of 


public ownership 

The Unton’s) National Policy 
Committee takes the view that the 
movement must be prepared to meet 
natonalisation proposals with coun- 
ter proposats of its own. 
2. Fussage About Plussage 


No one should be surprised if the 


end of co-operative wage increases 
was not in sight. A number of 


s0Cieti es would 
meet further increases. The picture 
of the country’s economy as a whole 
one, unrelieved by any 


ard work 


difficult to 


find it 


iS a Serious 
Cy, nr >t 
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When increases are negotiated 
some societies feel them- 
selves constrained to “ absorb” part 
or all of the plussage in the increase. 
The trade unions have argued that 
the societies in th 
the benefit of the general advance 
granted in compensation for the in- 
creased cost of living In other 
words, once a plussage, always a 
plussage. 

On the potat of the 
ability to pay the advance whilst 
maintaining the rates, no 
agreement has been reached. In the 
controversy there emerged some in- 
teresting views of the societies’ fin- 
netal and trading affairs, put for- 
ard by the employees Vie Ws 
Nhich would startle some of the 
movement's financial experts. It ts 
hardly necessary to add that there 
could be no agreement between the 
parties even if a bevy of accountants 
and auditors had accompanied the 


societies’ representatives. 


, | 
rationally, 


S case are reducing 


societies 


excess 


’ 


There have been turbulent and at 
times acrimonious discussions on the 
question of wages generally, and the 
Conciliation Board has had to be 
used. 

3. Finding the Finance 
From 1941 to 1945 the share capi- 
tal of retail societies increased 
heavily. In 1946 the rate of increase 
slowed, and in increase 
was trifling. Decreases began: 
1948 £3! million, 1949 £6 million. 
1950 over £6 million, and the trend 


1947 the 


continues. Some societies have been 
drawing on reserves to keep divi- 
| yt i 2H a vIn ore - 
dends up when earnings are drop- 
ping 


The total shares outstanding 
! ; the societies are now 
#. ci. 09_0Of O:loanst ital £64.23] AO0 


Among the reserve and tnsurance 


De cnaneeas 
mMsurance 


funds. the Co-cpcrative 
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Society has abalance of £105,425 ,000 
but this substantial figure is held 
to meet liabilities to policy-holders. 
Meanwhile it is to be invested in 
first-class mortgages, and retail 
societies are given preferential treat- 
ment. But retail societies cannot 
assume that their requirements for 
iiquid capital will be met automati- 
cally from this source. 

The Wholesale banks have over 
£93 million in balances, but accom- 
modation is available only on ban- 
kers’ terms, which are inevitably 
higher than rates paid on members 
shares and loans in retail societies 
There is therefore not a bottomless 
purse in the movement. 

The problem of finance among the 
ovieties is (wofo!ld: not only is capi- 
tal accumulation declining, but the 
cost of maintaining stocks, carrying 
debts, and building new and main- 
taining old capital equipment is r:s- 
ing, 

The reasons for the capital decline 
are (1) the higher cost of living in a 
state of inflation militates against 
popular saving, and (2) social pro- 
vision by the state has become a 
disincentive. The co-operative move- 
ment ts also affected by competition 
from the Trustee Savings Banks, be- 
cause of the greater convenience 

savers, the publicity which 
them, and the fact that 
Trustee balances are partly ignored 
n the assessment of need for 
national assistance (the first £375 is 
excluded). 


off red to 


Some societies still 


and other qualifications on 


Intending inv estors: these restrictions 


impose pur- 
are now considered to be inadvisable 
‘d should be removed. 


[The recommendations of the 
’ T 1 ’ 
Financ.al Policy Committee are as 


follows: 











CO-OPS RUNNING 


1. All 
‘ans to increase capita! 
y should publicise and provide 
keeping open 
Saturday 


ocieties should use every 


resources, 


tter facilities (e.g., 
selected evenings or 
fternoons). 

2. More societies should accept 

ins and small savings accounts. 

3. Consideration should be given 

raising long term loans at highe: 
rates of interest. 

4. Stock contro! should be tight- 

ed, and stocks losing value should 

e liquidated at once. Minimum 
es of stock turn per annum shou'd 
e—-grocery 12 times, pharmacy 4 
mes, drapery, clothing and foot- 

ear 3 times, and furniture and 
vardware 24 times. 

5. All surplus funds should be 
piaced in the hands of the Whole- 
sale Societies. 

6. Extended credit should noi be 
granted. 

7. Reserves should be regarded 
is the last bulwark of finarcia! 
itv and should not be used for 
listribution as dividend. 

8. rhe greatest caution shou!d 
be exercised in planning develop- 
must be warned 
wainst unrealistic optimism in this 
field. 


ments; societies 


9. Owing to the fact that share- 
holders are able to withdraw hold- 
ings at short notice, no development 
should be contemplated which 
would result in less than half of the 
Share, Loan and Savings Funds be 


REPLACING 


More businesses are thinking 


about using the Tr 
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] 


ing maintained in readily realisable 


try 
n € yo? 
esiuments 


lO. After meeting all 
revenue expenditure, and providing 
for all contingencies indicated, divi- 
dends must be allowed to find their 
own level 


necessary 


OTHER POINTS FROM 


REPORT 


TH! 


Since General Elections might in 
future occur rather more frequently 
in Britain than in the past, the effect 
on the finances of the Co-operative 
Party would be a drain: the 
Party issue a General! 
Election Fund Appeal to all socie- 
ties. The Co-operative Union, how- 
ever, feels that the times are not 
opportune for the appeal. 

The hire-purchase trading of the 
co-operative movement has in- 
ce the war. 
Some £7 million worth of trade was 
done in 1950. 

Some 
about unfair competition from works 
conteens——unfair, since retailers pay- 
ing Trade Union wages, rates, taxes 
and other faced with 
subsidised from can- 
teens with few overhead charges 

Co-operative farming is carried on 
by 72 retail societies as well as by 
the two wholesa!e societies. On the 
whole the farms are profitable. and 
the value of production has doubled 
since 1938. The less economic farms 
are the over- 


capitalised. 


} WW" 
neavy 


desires to 


creased considerably sin 


: besa 
societies are complaining 


} - 
Cnarges are 


competition 


. > - yl, 
small ones, usually 


THE CHEQUE 


iders’ Credit Svstem 


for making payments; this would mean that instead of making out cheques, 


a list of payments required is give 
to the creditor’s accounts direct. T 


n to the banker and credits are 


made 


he cost is smaller and banking charges 


these days are becoming large enough to be a source of possible economies 


I 


rancial Times 11. 195? 


London, June 








THE VOICE OF ITALY—I 





Costs are Consuming Capital 


Costs in Italy are in the great 
majority of cases unduly high, so 
that not only do we export at a loss 
but we run the risk of not even re- 
covering production costs with the 
proceeds of our sales on the home 
market. 

Before setting aside this assertion 
as importunate, with the gesture of 
one who knows better, we would ask 
the reader of these notes to look 
into the figures. And should he be a 
manufacturer, let him reckon what 
he would need to erect a plant like 
that he is now running: let him add 
to the current costs of his production 
the proper quota for amortisation 
and for a fair remuneration on the 
capital which should be at the dis- 
posal of the business. 

Or if he is a farmer he need only 
reckon what remains to him of the 
proceeds of the sale of his products 
when he has deducted current ex- 
penses—/.e. the cost of seed, fer- 
tilisers, anticriptogamic sprays, and 
so forth, and the wages of his labour 
force. inclusive of the charges for 
social insurances, and taking into 
account the value of his own ser- 
vices. When he has done so let him 
compare what remains to him today 
with what he used to secure before 
the war. and he will the extent 
to which the income from his pro- 
perty has been reduced. 

The truth is that monetary de- 
valuation, by garbling the accounts 
and above all by muddling peoples’ 
hrains-—and not only in the case of 
the man in the street but no less in 
the case of business men and poli- 
ticlans-—continues to wreak havoc 


tong after it has taken place. 


And just as we see those respon- 
sible for national finance consider 
with relative serenity the persistence 
of a deficit of some hundreds of mil- 
liards of lire, only because the ser- 
vice of the debt now weighs much 
less heavily on the budget than it 
did twelve years ago, sO we see 
Company Directors accused of earn- 
ing excessive profits and of retain- 
ing in the business an excessive 
share of those obtained, whereas, in 
the great majority of cases, they do 
not succeed—-and often they do not 
even think—of filling the gaps in 
business assets that have been pro- 
duced by long years in which pay- 
ments to sinking funds have been 
reduced to trifling amounts. Nor do 
they set aside year by year sums 
sufficient to cover the physical and 
economic wear and tear of their 
plants, reckoned at replacement 
prices. Yet with all this, people ex- 
press surprise at the chronic penury 
and excessive cost of money from 
which Italy suffers in spite of the 
very generous injections of foreign 
capital received in ten years. 

The time has come when it '!s 
necessary to realise a fact which ts 
as simple as it !s pernicious. and 
that fact is that for years we have 
been going the wrong way. We have 
deceived ourselves into believing 
that we have been increasing our 
nationa! capital and our productive 
equipment, while if on the one hand 
we have added to it. on the other 
we have been wasting it on a stand- 
ard of living higher than that which 
the flow of real income earned by 
utilising our natural resources and 
sur labour force would allow of. 
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THE VOICI 


We are eaking of the larger 
Steep that American aid has 
) far made possible; we are speak- 
ng of a much more serious pheno- 
snon, one that most people ignore 
even deny. We are speaking of 

l@ unproductive consumption of 
irge part if not of all the savings 
vat We labor-ously believe we are 

liing aside day by day. Instead of 
cing used for increasing useful pub- 

investments, these savings are 
ymsumed by the Government and 
y other public bodies who use them 
to cover the deficits of their budgets 
due to excessive and quite unpro- 
luctive expenditure. 

But these savings are also con- 
1med by private enterprises when 
ey sell their output at prices such 
hat when once the current expenses 
lave been met and a moderate re- 
uneration assigned to the capita! 
ivesiment, the margin that remains 
S quite insufficient for facing the 
car and tear of the plant by pay- 


1Ounts into tl 


not sp 


ng adequate an he sink- 
ng fund. 

But, we may be asked, do you 
mean to say that the manufacturer 
Is h's goods at a price lower than 
hat alowed of by market cond:- 
tons? And should he be doing so, 
do you think it would be advisable 


THE VOICE OF ITALY—I 


Pressu 





Population 


ACCORDING to the census of 
November 4, 1951. the population 
of Italy numbers 47 millions. The 
density per square kilometre has 
risen to 156 (compared with densi- 
ties of 19.2 in the U.S.A., 73 in 
France, 205 in the United Kingdom) 


OF ITALY 


tv 


‘on 


pr.ces with all the 
quences that would inevitably fo!- 
low, not only from the social stand- 
point, but also from the strictly 
economic one, at a time when de- 
mand is so scarce that it is difficult 
to find a market for current produc- 
tion? 

We will answer at 
far from our intention to give such 
advice, which would 
quite other than those 
wou'd moreover be impracticable 
as, even under abnorma! market 
condii-ons such as those which have 
so long characterised these post-war 
years, nothing justifies the belief that 
it would have been or wou'd be pos- 
sible to obdtain highe “4 prices than 
those that have been had. The fac 
is that our situation is a quite para- 
doxical one. In our case at least 
the remarks hold good today that 
were acutely made two years ago 
by the General om sn ioner for 
the Plan of Remode } 
Re-equipment of the F sich Union 
when he wrote that the sale prices 
were tco low in relation to costs 
and too h'gh in relation to competi- 


tion. 


lO raise conse- 


once that it is 


ae er 
have result 


desired and 


1S! ation 


and Unemployment 


The working population is about 20 
millions, of whom some 2 millions 
are at present unemploved. The 
density of population must be placed 
alongside the fact that Italy’s soil is 
poor generally and lacks industrial 


raw materials, and large parts of the 








country are made unsuitable for 
agriculture on account of the long 
mountain chains. 


The real problem is how..to ab-. 


sorb the stagnant mass of two mil- 
lion workers registered in the em- 
ployment offices. Unfortunately this 
figure tends to increase for a variety 
of reasons. In the first place Italy 
has lost some prosperous parts of 
her territory and her African 
colonies. where large numbers of 
Italians were already employed and 


still larger numbers would have 
settled in the near future. Italy has 
thus had to find room for masses 


of refugees from those parts of the 
Venezia Giulia now under the juris- 
diction of Yugoslavia, and from 
Libya, Ethiopia, etc. 

In the second place, during the 
var large numbers of Italian workers 
who would normally have found em- 
ployment abroad could no longer 
amigrate, and even after the war 
many immigration countries are not 
able or willing now to receive !talian 
immigrants, save in tiny driblets. A 
third the devastation 
wrought by the war which has re- 
duced the amount of capital avail- 
able for increased production. 

A subsidiary cause has been the 
*xpansion of female emp!oyment 
luring the war, many women hav- 
ig taken the piace of mobilized 
male workers, and at the end of the 
onflict it was not possible to with- 


Cause IS 
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these 
women, among other reasons be- 
cause the decline of real wages made 
it. impossible for many families to 


a considerable number of 


carry on save with an_ increased 
number of wage-earners. 

If Italy is to help herself she has 
need of more capital. According to 
recent investigations the average cost 
for the employment of an individual 
worker amounts in fixed and circu- 
lating capital to 1,700,000 lire in 
agriculture, to 4,000,000 in industry, 
and to 1,000,000 in trade and ser- 
vices. 

This means an_ average of 
2,000,000 lire for each newly-em- 
ployed worker. or 4,000 billions in 
all to provide work for the two mil- 
lion unemployed. This is far more 
than Italy can afford at present, and 
the problem can only be solved by 
a long-term plan spreading over 
many years. The maximum sum 
which Italy can now use is about 
800 billions per annum, for invest- 
ments sufficient to absorb 400,000 
unemployed. 

As every year some 200,000 new 
workers enter the lists to seek em- 
ployment, there remains a margin 
for the employment of 200,000 more 
workers, provided that the new in- 
vestments are really utilized for 
creating new employment and not 
for merely increasing the earnings of 
the men already at work 


draw from the employment market  frerm Italian Affairs, Rome, May, 1952 
BLACK MARKET YEARBOOK, 1951 
Mr. Franz Pick, of New York. has sent to the offices of Economic 
Digest two very interesting publications with which he is associated. The 


ale - t 
regular serics oO} 


World Currency 


Reports. which deal with 


currency trends the world over. including the free market rates ruling up 
» the date of publication. Free market rates (1.2. premium rates) on com- 
fities and gold are also described with a wealth of statistical evidence 
The second publication is his “ Black Market Yearbook. 1951 which 
ms to be the only index of black market prices ever published 


“ Currency cancer, 
onetaryv s\ 


The Yearbook is the best guide 


currencies.” 
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SNAPSHOTS 





Since Korea, wool shipments have pro 
led 10 per cent of the national income 
AUSTRALIA, and almost 65 per ceni 


her total export income 


MEXICO 
51 half 


=e nt 
InirFy Spent 


living on tourists. During 
million foreigners visiting the 
1.800 million pesos, and 
s was more than enough to cover her 


ding deficit of 1.400 million pesos. 


taken in PORTUGAL to re 
ve the inflation due to her persistent 
pius with the E.P.U. include the now 
militar retention by the Government of 
rt ol the proceeds from exports. If her 
plus should rise akove 72.5 EPUnits. 
cporters will have to deposit 100 pel 


nt of proceeds with the central bank 


Vicasures 


Id the 


On March 31, 1952, JAPAN he 
f 


equivalent of $1,060 million in_ foreign 


rency $644 million in dollars, $279 
wliion in. sterling (£100 million), the 
ilance in other currencies. Her trade 


defictt was $254 million. but Invisibles 
rought in $818 million The present 
erling area allotment of exchange 1s 
double that of 1951. Atout 20 per cent 
of her imports will te foodstuffs 


Tiie World Bank has granted PAKIS 
TAN a $27 million loan in dollars and 
French francs for railway improvement 
Interest is at 4: per cent for IS years: 


first repayment begins in 1954 


Recent trade treaties concluded by 
ITALY were for Russian wheat, coal. 
crude oil, manganese and timber; for 
Czech china and glass; for East German 
foodstuffs, lumber, potash, lenses. 
machinery and chemicals; and for French 
oal, iron ore. kaolin. steel scrap and 


cocoa beans. 


Exporters in GERMANY are being 
illowed to use part of foreign exchange 
proceeds to use how they like within 
ome 50 categories of raw materials and 
essentials from the dollar area. When 
they earn dollars or Swiss frances. they 
may keep 40 per cent; this may be trans 
ferred to importers, but must be used 
yith:n three months 
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Gerinan and Japanese’ exports 
LATIN AMERICA have risen greatly in 

value and volume in the last three yee 


In 1947 Germany exported only $400,00( 
worth to this region: n 1951 she sold 
$350 million worth. In 1949 Japan sold 
only $6 milition in the region; in 1951 she 
sold $81 million worth. Germany offers 
motor vehicles, chemicals, machine tools 
Japan offers agri- 


and textile machinery 


ind pharmaceuticals. 
] 


yitiir *y , 
cuitural sewing 


machines, lorrie bicycles and micro- 
scopes American sources claim that 
American trade is not yet affected. but 


that Britain is losing ground fast 


Opmnion mn economic and 


litical circles are urging that inflation 
the only way out for JAPAN. The 
* Dodge Line” (a policy put forward at 
ihe insistence of Detroit banker Josep! 
Dodge tn 1948) is being attacked as too 


deflattonary for present mstances 


C 


Restrictions on dit for hire-purchas 
are being suspended in CANADA. The 


ilso suspended in U.S.A. now, since 














wmiational essure ! consum S 
moods market have lessened The con 
trols w first imposed during 1950 
SOUTHERN RHODESIA is turning 
lightly protectionist. Imports of clothing 
le d ber of non-essent 
LOK j e now urcyect to Npor dut S 
which iccording to he Minister vf 
Finan ire not only for revenue p 
poses. 
INDIA has Feen= successful 
drive for disinflation Mon Ipp 
dropped by 10 crores of rupees from 


October. 1951. to April, 1952, despite 
slight rise in the note circulation; small 









savings rose steadily: secu C ( il 
kinds registered falls in price: all the ¢ 

marks of the turn of the monetary tide 
Coupled with the however, is the fall 
Nn raw material prices. necessitating the 
reduction and even atolition of export 


cotton. wool, jute. groundnuts 
Wholesale prices tn March 


vear dived to 1949 levels 


t ixes on 
ind seeds 


Api 1 this 


S (ree mnelude 


) ( 
Bulletin. Bombay: The Banker Lon 


Bank of London and South frre 
National Citv Bank of New York: M 
tan Bani Standard Bank of § 








New Books Reviewed 





Stock Control and Storekeeping (Production Management Series 5), Britis 
Institute of Management, London, March 1952, 5s. 


[his booklet is based on a publication — particularly the small firm, that stock 
by the British Standards Institution which should be kept as low as possible. releas 


ippeared in 1944, and is written primarily ing the largest amount of capital fo 
for the manager of the smaller firm, that active use. In times of shortages, an 
is. one employing up to 400 people. orthodox system of stock control involv 
Some pages are devoted to stocktaking, ing maximum and minimum levels | 


ilthough the purpose of the book is to difficult to operate, since buying is or 
outline a system of stock control which an opportunist basis, and overstocking 1s 





should make periodical stocktaking un- a great temptation. Even where the 
necessary supply problem is easier. firms who de 
pend on chance jobbing instead of flow 
Investment in inventories (raw |ine production have to keep stock levels 
materials, work in progress, and stocks considerably atove what is considered as 
f finished goods) is frequently one of normal elsewhere. For the latter the 
the largest ttems on the balance sheet problem of stock control is most acute 
of manufacturing firms, often exceeding We recommend this booklet as a clear 
value of the plant and buildings. It explanation of a system of storekeeping 
therefore vitally important to the firm ybviously tempered with experience 
Publication Date June 25, 1952 


SOCIALISM 


A New Statement of Principles 
presented by 


SOCIALIST UNION 
Foreword by Jim Griffiths, M.P. 


“T have read this with great enjoyment and admiration. It certainly expresses 
in far better language than | command the views which I hold and the faith 
which | believe.” 

C. R. ATTLEE. 


Published by Lincolns-Prager (Publishers) Ltd. Price 3s. net (inland postage 


2d.). Copies from any bookshop or from 


INTERNATIONAL PUBLISHING CO., 7 CARTERET STREET, LONDON, SWI 



































VIEW BOOKS REVIES ) 325 
fahrbuch fiir die Ordnune von Wirtschaft und Gesellschaft Begriindet 
ritis hucken und Franz Bohm. Vierter Bana } H r K 
Diisseidorf, 1951. DM29.80 
is not surprising that the lessons termination m ippear a purely Ger 
ock failure of the planning exper protilem, this cssay does not only give 
‘leas ws ctoth under the Nazis and im NM insizht into a peculiar problen 
L £0 diately after the war have stimulated cent German polite Sut it also discus 
5) a growth of a school of German ts political and social aspects 
vol nomistS which is sirongly in favour 
Is 1 i free market of economy, tut whic Otier con ier Gest am 
S OF lises that such an economy can func general problem K. F. Maier discusses 
ng is ) properly only within an appropriate Proposa.s for price stabilisation; Pri 
the sia] framework, in appropriate or Roepke expour > esis Ure 
» de yrder.”” Hence the title of this ve IncoMpaticiity OF soc mand intern 
flow rk It was largely founded on th wh ord Pro >see Z \ 
level tiat:ve of the late Protessor Eucken Princeton Univer ue critics 
ed as ose line of approach is familiar to Wt the prevailing concepis of Europe 
the iders of Economic Digest. Otherwise aTTeNCy problems; nd Professor F. W 
cute yairt from the works of Professoi Meyer discusses the question of siakle « 
clear Roepke) not much is known of this “neo fluctuating excnange rate Professor A 
ping eral” school and there could te no Riistow's essay entitled a “Critique ot 
e. ter introduction to it than this Fook Pechnical Progress touches a Easic pro 
those who can cope with Gern n olen o! ROSEY vate 3 Ar additic a 
the na contricutl ‘ Ord C } 
ileaibiaiin section of shorte eviel 
ihe main contritution to the prescni This short note fulfils its purpo 
sue 1S a critical study by Profcsso1 lraws attention to a publication repre 
sohm = oof = workers’ co-determination enting a choo! of though whic! 
Viitbestimmung). Professor BShm con deserves serous consideration at the pre 
ides that co-determination, if succes sent time, when thinking on econom 
il and not intensifying class warfare problems is so confused An excerp 
n onlv lead to a new struggle between from the « by F. A. Lutz appear 
ducers (emplovers and workers act ng elsewhere in this ve of Econom 
rether) and producers Whilst co-de- I); 
West ana East of Tito, by Harry Hodgkinson, Gollancz, Lond l2s. 6 
Is Russia tent on war, or Found to more —-the deductive virtuc vy of a She 
icv which must result in war? The lock Holmes he danger is obvious 
estion 15 paramount and critical. tut that the author will find himself reading 
iswvers returned to it are usually no nto circumstances more than is really 
CSSES ore than guesse There shoutd ke there. But Mr. Hodekinson carries con 
faith veicom th refore for a took such as Viction. Although he writes with gust 
‘ his highty-sktlled study of a critical he clearly has | 
of the Stalinist set-up and of ( sibility, and one 
nd of Stalin himsc The critical fea judgment is su 
i ty IS, the title ind of the chase. He | S 
lance of Moscow’s im decided that his particular form of dic 
) o this study the autho: tatorship must and can live in tolerakl 
stage of a professional ex comfort in an otherw non-Stalin 
e ins. wide knowledge of world, and that there will te no | 
le relevant facts 1d shrewd political scale war provoked ky Russia unless it 
SW] nd cconomic judzment The study of happens through miscalculatic 
vw mind of Stalin calls fo Or h 
ionic 
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criminate use of the sliding scale applied 
to wages mark the beginning of thé 
definite collapse of the currency.” 


Agrarian Reform in Italy. Current 
Affairs, Rome, May, 1952 (123). Also 
under the same reference number is an 
article on the ‘Southern Italy Fund’ 
for reconstruction in this poverty 
stricken area. 
LOCAL AUTHORITIES: Welfare Ser 
vices Statistics, 1950-51. Institute — of 
Municipal Treasurers and Accountants 
and the Society of County Treasurers 
February, 1952 (124). An analysis by 
Boroughs and Counties of expenditure o: 
residential homes, clothing and mainten 
ance, temporary accommodation and 
special welfare services for the blind, etc 
For all authorities, the rate-borne exper 
diture per 1,000 inhabitants was £219 6 
for these services. 
Estimated Rate and Grant Borne Expen 
diture per Head in the County Councils 
based on 1952-53 Estimates. Society of 
County Treasurers, London, April, 1952 
125 Average figures for all Countte 
Education, £7 2s. 3d. per head 
He: ilth. 19s. 3d.; Police, £1 3s. Od.; Roads 
and Bridges, £1 7s. Od. Total expenditure 
£13 2s. 8d. per head for England and 
Wales; £12 19s. 2d. per head for England 
£15 7s. 8d. per head for Wales. 
FINLAND: Finland’s Foreign Trade in 
1951. Bank of Finland Bulletin, Helsink: 
May, 1952 (126). Britain leads as both 
supplier and customer. 


PRODUCTIVITY: The limitations ot 
Productivity Analysis, by A. R. Smith 
B.Com. Incorporated Statistician, Asso 
clation of Incorporated Statisticians, Lon 
don, June, 1952 (127). A heavy under 
lining of the warnings given in Mr 
\foos’s article on page 281 of this issue 
COMMONWEALTH TRADE: Trade of 
he British Commonwealth in 1951 
Board of Trade Journal, London, May 
24, 1952 (128). Admirable summary with 


clear tables 


PauL BAREAU, National Provincial Bank 
of the franc from 1914 to the 1949 
deed. “In terms of gold, the franc is 


now worth one two-hundredth part of its 1914 value. ... The coin itself is now 
made of an alloy so light that it can rest on water—a floating currency in every 
canenunttna tac? ’ 
ense of the term 
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ALSO WORTH READING 327 


Significance of Pension Funds, by Sirk HENRY CLay, Progress, the Unilever 


Magazine, London, Spring, 1952. 


Oil Industry in Alberta, by S. M. Biair, Royal Society of Arts Journal, London 
August 8, 1952. This paper was given to the R.S.A. on April 24, 1952, and 
will appear in the Society’s Journal this summer. It is written by a professional 
engineer associated with Companies who are promoting the new oil industry, 
not only from the technical but also the economic aspect 


Word Population by 2000 A.D., by HUMPHREY HUMPHREYS, The Fortnightly Review 
London, May 1952. A short history of mankind and the “ balance of food” 
problem 

W. Europe: Coal Imports and Fuel O:! Prices, Petroleum Press Service, London 
June 1952. Fuel oil is cheaper than U.S. coal and saves dollars; at present 
tuel o:l is regarded as a by-product of refineries, so if Europe’s ft situation 
is to be mended a change of emphasis must be made. It is true that this must 
raise the price of fuel ot], but there is still plenty of “room” between oil and 


coal prices 





Annual Review, 1952 Edition, Mining Journal, London, May 1952. This 148-page 
review is a must for all interested in the mining industry It surveys thé 
industry as a whole, and then in fact-packed articles takes each mineral and 
each producing country in turn. Apart from its immediate interest, it can be 
regarded also as a reference book. 


World Production, Prices and Trade. 1870-1960, by W. A. Lewis, Manchester School 





Manchester, May 1952. A compendious article on world trade. with not-too 
serious predictions for 1960. 

\ Note on the Theory of the Inflationary Process, by R. M. Goopwin, Econom 
Internazionale, Genoa, February 1952 (In English). Beginning with a ver 


clear exposition of price-cost matrices, the author (Department of Applied 
Mathematics at Cambridge) proceeds to show that it Is necessary to combin 
theories both of competitive and non-competitive Eehaviour to arrive at a satis- 
factory theory of inflation. 

hanges in Agricultural Production, 1949-1951, National Farmers’ Union Informatio) 
Service, March-April 1952. A further decline in the numbers of dairy cattle in 
Britain, and in the western counties and Wales a downward trend generally in 
agriculture, are forecast in this booklet, which contains detailed 
maps of animal populations and crop densities. 


rures and 





oromic Polic Rearmament and the Balance of Payments. bv R. ¢ TRESS 
Lo Iidon and ambridge Ex ONOMT Bul erin, h? ] 1¢ / es Re ey Oo; Indust) 
London, June, 1952. “Tf the Sterling gold and dollar reserves run out. and the 
Government cannot support the pound by selling investments or raising loans 
atroad, the pound will find its own level. the quantity of imports will fall and 
their costs rise, and the labour market will be struck by the opposing forces of 
rising cost of living and increasing unemployment.” Also appearing in this, the 
latest of the quarterly Bulletins, are the usually authoritative articles on * Balance 


of Payments of the Oversea Sterling Countries” by J. O. N. Perkins, “ Inte: 
national Finance” by A. C. L. Day. and * Home Finance” by F. W. Pais 

Safety of Welded Ships, The Times Review of Industry, London, June, 1952. One in 
five of ships built by welding plates instead of riveting them have failed struc 
turally—some broke completely in two. This article explains why, and also tell 
what steps are teing taken to prevent this appalling loss. 

Sterling Area off Balance, British Banking Survey, in Economist, London, June 7. 
1952. “ There must be some uneasiness in Whitehali that Britain’s habit of 
relapsing into a balance of payments crisis whenever inflation damps down in 
America may mean that this country always tends to run down its stocks at the 
-ottom of the market and start purchasing heavily at the top of it--but it must 
be some comfort to be able to adopt a balance of payments formula that does 
not demand similar upside-down economics in relation to purchase of sterling 


area raw materials.” 
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DUNLOP 


SUBSTANTIAL 


The fifty-third annual general 
meeting of the Dunlop Rubber Com- 
pany, Limited. was held on June 9 
in London 

Sir Clive Batllicu. K.B.E., C.M.G. 

he chairman) tin the course of his 
speech, said: One of the most im- 
portant features of our Dunlop 
Group results for the past year 1s 


the substantial increase in turnover 
lich resulted in total sales for the 
of £284 million. This represents 

very large volume of sales. in fact 





have ever reached, 





d | it right at the outset to 
emprarsise t this directly causes 
or affects several other important 


features of the Group’s position 


\PITAL EMPLOYED 


fhe total capital employed by the 


POTAL (¢ 


Greup from all sources in order to 
hieve the turnover was £121 mil- 
fiona it the close of the year in 
increase over £21 million on the 
precedin: ‘ear’s figure. That ts a 
very large amount of capital to put 
tc use Ina group trading in so many 
countrie > we do. The increase is 
due not only to the continued world 
nflation in 1951 but also, and to a 
exteni, to the increased quan 

tittes of goods required from the 


Group. [It should ke noted especialls 
that the ratio of turnover to capital 
from 1.97 to 1 In 
1950 to 2.35 to 1 in 1951. 
capital 
nventories, and at the 
| Dec ter last we had over £61 
m lion invested in inventories in the 


The major item in the 


Group as cormpared with £40 million 
ot ® 

re year DetTore. 

You may tke ured that the 


me and composition of our In 
ventories constantly under review 


ih fanagement and that our 
continually Fe to keep 


INCREASE IN 


RUBBER 
TURNOVER 


them only at levels essential for the 
smooth operation of a world-wide 
cusiness. 


EVER-INCREASING BURDEN 
OF TAXATION 
With the ever-increasing burden 
or taxation, which in 1951 absorbed 
66 per cent of the Group’s profit 
what appears to be a_ reasonable 
profit margin before taxation be- 
comes almost dangerously low when 
taxation has been provided, the per- 
centage in 1951 being 2.2 per cent or 
Sid. in each £1 of sales. | suggest to 
those who consider industrial profits 
too high that the ratio of profit 
ind not the amount of profit 
is the real measure. In the case of 
Dunlop the large increase in turn- 
over and the low ratio of net profit 
's the Fest measure of our service to 
the community 


! 
} ) . 
( mt LCS 


I have referred to the fact that 
ixation has absorbed 66 per cent 
ol the Group’s 1951 profit whereas 
n 1948 the rate was only 54 per 
cent. Part of this increase is due to 
the fact that our tax legislation 
makes no allowance for the serious 
iInilationary position which has been 
developing during recent years and 
in particular in 1951. During last 
year the average wholesale and retail 
price index stood at 258 compared 
with 194 in 1948, and 100 in 1938 
Accordingly, depreciation on Fixed 
Assets charged on the basis of 
original cost is inadequate and must 
te supplemented by a further 
harge. This the Directors have pro- 
vided toth for the year 1951 and 
for prev.ous years as explained fully 
report. but this additional 
large IS not recognised in comput 


aS profits 


The Report was adopted 
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